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Eprtor’s Note: Professor Agnew has been associ- 
ated directly with every turn in the developments 
that have grown into the American Marketing As- 
sociation. In December 1936 he closed his term as 
the last president of the National Association of 
Marketing Teachers, passing the gavel to Frank 
Coutant as first president of the American Market- 
ing Association, It is especially fitting, therefore, 
that Professor Agnew chose to survey the early 
organizational history as he had seen and helped it 
unfold. The Association is dead: Long live the 
Association. 


HE FIRST meeting of a group of men 
Torhich has grown into the American 
Marketing Association met in Chicago in 
1915, with the delegates to the Associated 
Advertising Clubs of the World who were 
gathered for their annual convention. Just 
who proposed this meeting is one of the 
many facts which the present historian has 
been unable to discover. It was George 
Burton Hotchkiss, who had charge of the 
advertising courses at New York Univer- 
sity, who sent out the letter announcing a 


Hotchkiss does not 
know just how he made up his list, but it 
came in part from news items in Printer’s 
Ink and Associated Advertising. The latter 
publication, which was the organ of the As- 
sociated Advertising Clubs of the World, 
also carried a notice of the meeting of the 
teachers of advertising. 

No accurate record was kept of those who 
attended, but there were about twenty at the 
meeting, among whom were: Walter Dill 
Scott; Ralph Starr Butler; George Burton 
Hotchkiss; J. W. Piercy; Harry Tipper; 
Martin Pierce; Harry D. Kitson; J. B. 
Powell; Hugh E. Agnew, and others. The 
group decided to have a permanent organi- 
zation, elected officers and a board of direc- 
tors, and so laid the foundations for per- 
petuation of their activities. 

The discussion at the first meeting con- 
sisted in part of what constituted advertis- 
ing and what should be included in a study 


meeting. Professor 
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of advertising. Various definitions had been 
given up to that time, but the practitioners 
had not agreed what advertising consisted 
of. Some said advertising was news. A. D. 
Lasker had recently discovered from his 
friend Kennedy that advertising was sales- 
manship in print. Others were equally vague 
and general. 

The president elected at that meeting was 
Walter Dill Scott who served for one year. 
G. B. Hotchkiss was made secretary. The 
presidents who succeeded Dr. Scott, with 
their term of office follow: Paul T. Chering- 
ton (Harvard) 1916-1920; H. D. Kitson 
(U. of Indiana) 1920; E. H. Gardner (U. 
of Wisconsin) 1921; N. W. Barnes (U. of 
Chicago) 1922; G. B. Hotchkiss (N.Y.U.) 
1923; Daniel Starch (Harvard) 1924; E. J. 
Kilduff (N.Y.U.) 1925; Frederic A. Rus- 
sell (U. of Illinois) 1926; Neil Borden 
(Harvard) 1927; Fred E. Clark (North- 
western) 1928; H. H. Maynard (Ohio 
State) 1930; Paul D. Converse (U. of Iili- 
nois) 1931; Leverett Lyon (Brookings In- 
stitution) 1932; Edmund D. McGarry (U. 
of Buffalo) 1933; Wilford L. White (U. of 
Texas) 1934; Harry R. Tosdal (Harvard) 
1935; Hugh E. Agnew (N.Y.U.) 1936. 

The secretaries, with their terms of office, 
were as follows: G. B. Hotchkiss (N.Y.U.) 
1915-1920; E. J. Kilduff (N.Y.U.) 1920- 
1923; N. W. Barnes (U. of Chicago) 1923- 
1930; H. E. Agnew (N.Y.U.) 1930-1935. 
Then the duties of Secretary were turned 
over to Professor Albert Haring of the Le- 
high University, who has served for one 
year and has been reélected for the year 
1937. 

The first name of the association was the 
National Association of Teachers of Adver- 
tising, and the name was fully descriptive 
of the activities of a large majority of the 
members. The teaching of marketing had 
not yet emerged as of great importance. The 
techniques of advertising, however, were be- 
ing extensively explored, particularly the 
application of psychology to advertising 
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which had been advanced by Dr. Scott in 
his excellent books and by others in their 
texts which followed—Starch, Holling- 
worth, Strong, Poffenberger, Nixon, Kitson, 
Lucas, and others. The application of art 
to advertising was developing as classroom 
study. Frank Alvah Parsons perhaps was the 
first to give a series of lectures on this sub- 
ject and these lectures were subsequently 
incorporated into a widely used text. Typog- 
raphy and English were each widely studied, 
also, and in subsequent meetings the relation 
of these various subjects was frequently 
discussed. 

Another independent and informal group 
was destined to have an influence on the 
National Association of Teachers of Adver- 
tising. At one of the meetings of the Ameri- 
can Economic Association, Dr. L. D. H. 
Weld approached Professor Fred E. Clark 
and asked him if he did not think it would 
be a nice thing to have a luncheon meeting 
with some of the men who were interested 
in the subject of marketing. The idea was 
accepted with enthusiasm. Several men met 
and had such a pleasant time that they ap- 
pointed a committee of three to arrange for 
a similar meeting the next year. Just where 
this first meeting was held is not at all cer- 
tain. Dr. Weld thinks it was held at Rich- 
mond; Dr. Clark recalls it as being held in 
Chicago. From year to year these meetings 
continued, until 1924 when N. W. Barnes, 
the newly elected Secretary of the N.A.T.A., 
telegraphed the group asking them to unite 
with the organization of which he was the 
Secretary. The response was gratifying; 
most of the individuals constituting the in- 
formal marketing group signified their inter- 
est in the advertising teachers association 
and many of them joined. Subsequently the 
name gave recognition to the union when 
the society became the National Association 
of Teachers of Marketing and Advertising. 
From that time on, there was a much greater 
emphasis placed upon the marketing side, 
and since 1927 the annual meetings have 
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been held in conjunction with the American 
Economic Association rather than with the 
Associated Advertising Clubs. 

You will note that in the list of presi- 
dents, Cherington’s term ran from 1916 
until 1920. That is accounted for by the fact 
that those were war years and so many of 
the members were participating in war work 
for the Government that it seemed inadvis- 
able to hold any annual meeting. In 1920 
another meeting was called, and since that 
time no year has passed without one or two 
meetings. The attendance of these meetings 
has grown slowly but gradually, which has 
also been true of the membership. At the 
end of the first year there were 47 members 
representing 32 colleges, and the Secretary’s 
report showed a balance in the bank of 
$9.36. In 1924 the membership had increased 
to 70 and these represented about 50 differ- 
ent institutions of learning. Neither the list 
of members nor their connections at the time 
are available. It was at this time that Barnes 
became Secretary and did such active pro- 
moting for the Association. He was so suc- 
cessful in his efforts that by the end of 1929 
the Association had 448 members scattered 
over 47 states and 3 foreign countries. They 
represented 157 educational institutions, but 
meanwhile the strict adherence to teachers 
in schools of collegiate rank had not been 
maintained. Membership at that time in- 
cluded a considerable number of high school 
teachers and many more who were giving 
some kind of advertising course in 
Y.M.C.A.’s or similar groups. These mem- 
bers nearly all withdrew in the next five years. 

At first there was only one classification 
of members. By the end of 1924 this had 
been increased to three classifications. The 
Active Members were either teachers or 
those devoting their time to research in non- 


* As a matter of strict accuracy, Mr. Cherington 
resigned as president, on account of his heavy 
duties with the Shipping Board during 1918. Hotch- 
kiss was also in Washington at the time working 
for the Personnel Department under Walter Dill 
Scott. 
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profit institutions or were in the employ of 
the Government. Sustaining Members were 
those interested in advancing the study of 
advertising to such an extent that they were 
willing to donate ten dollars for membership 
dues. Associate Members were those em- 
ployed in business who, because of the high 
quality of their work or because of their 
interest in advancing the teaching of adver- 
tising as a science, were given a special invi- 
tation to join. 

During the early years the Association 
restricted its activities to the annual pro- 
gram. Then it began publishing the papers 
that were presented at these meetings in the 
form of bulletins. These were a great aid to 
teachers and also were a stimulant for 
authors. Some of the best material that sub- 
sequently appeared in the textbooks, which 
multiplied rapidly after 1920, first appeared 
in the bulletins of the Association. 

In 1924, Professor L. N. Flint of the Uni- 
versity of Kansas was made the Chairman 
of the Committee on Teachers’ Materials. 
The purpose of this Committee was to solicit 
advertising material from various campaigns 
which could be distributed to members of 
the Association. Professor Flint was not the 
first to hold this position, but he was the first 
to take seriously the duties of the Commit- 
tee, and during his term of service the 
amount of material sent to teachers was 
vastly greater than it had ever been before. 
This was so much appreciated that the Com- 
mittee on Teachers’ Materials has been one 
of the most active and important to the As- 
sociation. 

It was a natural outgrowth of the exten- 
sion of the prestige and importance of the 
Association that colleges should turn to it 
for candidates when looking for instructors 
in the field of advertising and marketing, 
and many of the men now holding responsi- 
ble positions were nominated by the Secre- 
tary or President of the Association. This 
work was made more effective when a file 
was opened for those who hoped to enter the 
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field of teaching or who had been employed 
as teachers and had for any reason lost their 
positions. That is only one of the many func- 
tions of the Association that should be con- 
tinued. 

Secretary Barnes had various announce- 
ments to send out in regard to meetings and 
occasionally the announcement of a book 
that was just appearing under the name of 
some of the members. Also he made men- 
tion of changes in positions and advance- 
ments in rank. The happy name of Natma- 
Graphs was adopted for this house organ 
for the Association. As time went on, it grew 
in importance and came to carry a very com- 
plete although brief series of book reviews 
for the texts and other volumes that per- 
tained to marketing. The Natma-Graphs 
were continued until the National Marketing 
Review was published in 1935, when they 
were discontinued and the information they 
had carried appeared in the Review. 

In 1930 a new committee was established 
which still functions: the Committee on 
Definitions. Dr. Alexander of Columbia, 
Dean Collins and Dr. Wingate of N.Y.U. 
have borne the brunt of the laborious work- 
ing out, word by word, of about fifty defini- 
tions of marketing terms. These included 
“advertising” for which the first satisfactory 
definition was enunciated. These definitions 
have found their happy ways into numerous 
textbooks, trade magazines, and are rapidly 
gaining a place in the common parlance of 
the marketing craft 
aries. 

At the Cleveland convention in 1930, Pro- 
fessor Barnes, who had resigned as 
Secretary-Treasurer the previous March, 
appeared before a specially selected group, 
to exercise his excellent promoting ability 
for a new organization which became the 
American Marketing Society. This was an 
ambitious undertaking, as the new Associa- 


as well as in diction- 





tion was to have national representation in 
the various cities. Owing to the severe finan- 
cial depression which followed in 1931, 1932, 


and 1933, the growth of the American 
Marketing Society was slow. The first Presi- 
dent was Paul T. Cherington, who was then 
with the J. Walter Thompson agency. He 
served two terms. L. D. H. Weld of the 
McCann-Erickson Company followed, and 
Frank Surface, Paul H. Nystrom, and 
Frank Coutant succeeded in the order 
named. Chapters in Boston, Philadelphia, 
Washington, Cleveland, and New York were 
established, and more recently a thriving 
and energetic chapter has been organized in 
Chicago. The total membership at the time 
the combination was effected with the 
N.A.M.T. was something over 300, just a 
few less than that of the older member of 
the union. 

Considering the very great changes that 
have occurred in the last two decades and 
more that this Association has been in exist- 
ence, its list of names indicating change of 
interest is brief. Starting in 1915 with the 
National Association of Teachers of Adver- 
tising, there was no change for the first 
eleven years. Then the name was changed to 
include those who were teachers of market- 
ing, and for seven years the masthead read 
“National Association of Teachers of 
Marketing and Advertising.” In 1933, this 
name was shortened to National Association 
of Marketing Teachers. The thought was 
not so much to eliminate advertising as an 
active part of the Association’s interest, but 
inasmuch as advertising was one of the ad- 
juncts of marketing, it did not belong in the 
Association name any more than Salesman- 
ship, Sales Management, Research or Re- 
tailing. And now for 1937 we have the new 
name of the American Marketing Associa- 
tion. 

From the elementary consideration of 
what constituted advertising, the scope of 
study and interests of the Association have 
been very widely extended. While our mem- 
bers are still actively interested in what con- 
stitutes good business practice, they are no 
longer restricted to business as a source of 
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such information. On the contrary, business 
is more and more turning to members of 
our Association for guidance in scientific 
method. The new joint Association is ex- 
pected very greatly to increase this influence. 
We shall need in the future and in the very 
early future to start to promulgate a philoso- 
phy of marketing. It is something that is 
strangely lacking from a subject that has 
been much discussed, that has been written 
about profusely and that has been the sub- 
ject of so many interesting meetings. 

In 1934, the American Marketing Society 
established the American Marketing Jour- 
nal with Frank M. Surface as editor. The 
following summer the “National Marketing 
Review” issued its first number. These two 
publications were very similar in character 
and purpose. Their contributors were often 
the same. The readers belonged in some 
cases to both organizations and practically 
all of them had the same interests, also their 
editorial boards overlapped, so it was inevi- 
table that the two should be combined into 
one larger and richer publication. That was 


accomplished with the July 1936 issue, 
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which was given a new dress and a new 
name, The Journal of Marketing, with 
Dr. Nystrom as editor and Dr. Engle as 
managing editor. It is a quarterly publica- 
tion, scientific in method and outlook, and 
an organ of which any scientific society 
might justly be proud. 

In the future, we may hope for a very 
high degree of perfection in the develop- 
ment of scientific procedure in research in 
which the American Marketing Association 
will certainly lead. But developing technique 
is not enough—important as it is. What we 
need most is to get some basic principles 
which shall be the guidance for marketing 
processes. We need an Adam Smith in 
marketing. Perhaps it is too much to hope 
that some one man will produce as profound 
and extensive influence in marketing as the 
Wealth of Nations produced in economic 
thought. But what may be too great a work 
for one man should not prove unsurmount- 
able for such a group of men as are repre- 
sented by the American Marketing Associa- 
tion. 








Some Suggested Uses for Census 
of Business Data 


VERGIL D. REED 
Assistant Director, Bureau of the Census 


Epitor’s Note: The Census of Business, originally 
conducted experimentally in 1927, is rapidly becom- 
ing an invaluable aid to business and government. 
Dr. Reed has had unusual opportunities to learn of 
the uses to which the data are being put by business 
men. In this paper he summarizes and evaluates the 
things that have been reported to him. It is hoped 
that others will find suggestions here that will lead 
to fuller use of these data in the formation of bust- 
ness decisions. 


“— THE economist these (Census of 
Business) publications provide the 
factual basis which is essential in the ap- 
praisal of the economic life of the United 
States. Although this seems to be a reference 
principally to academic, and therefore ‘im- 
practical’ studies, such is really not the case. 
Many a business man is also a good econo- 
mist, even though his technique be less re- 
fined than that of the scholar, and there are 
countless ways in which he puts this basic in- 
formation to use.” 

Because one is apt to be overly enthusias- 
tic and biased when he speaks of the value 
and applications of data for which he is 
partially responsible, it is perhaps best to let 
those who use these statistics evaluate and 
appraise them. The paragraph quoted above 
is taken from a letter received from a busi- 
ness man expressing appreciation for, and 
outlining practical uses made of, the Census 
of Business reports. Lest I be accused of 
attempting to “sell” you this type of census, 
I hasten to say that no claim is made for any 
originality in the uses outlined; that every 
application suggested has been mentioned 
from one to scores of times in the many 
hundreds of letters received from users of 
the data; and that only a limited number of 
suggested uses can be given consideration 
within the time allotted to me. 


In terms of sentimental range my sources 
reach from a comic-section advertising spe- 
cialist to undertakers. Alphabetically they 
reach from advertising agencies to zippers. 
They represent among many others the fol- 
lowing divisions of our economic structure: 
Banks, manufacturers, wholesalers, retailers, 
publishers, associations, chambers of com- 
merce, universities, consultants of various 
types, advertising agencies, engineering con- 
cerns, real estate men, broadcasting stations, 
beauty shops, railroads, trucking concerns, 
title and trust companies, research founda- 
tions, economists, promoters, finance com- 
panies, insurance companies, public utilities, 
government agencies, and legislators. 


GENERAL ECONOMIC PROBLEMS 


In spite of the impatience shown by the 
“old timer” in business toward the econo- 
mist, the two have many problems in com- 
mon. The relationships between industry, 
commerce, resources, and population cannot 
be thought of merely in terms of a given 
business. The executive as well as the econo- 
mist is confronted with problems the solu- 
tions of which depend upon an understand- 
ing of major forces outside of and trans- 
cending his own operations. 

It is hard to conceive of any business 
which cannot make advantageous use of 
Census of Business data, if only to get a 
better understanding of the relative position 
it occupies in our economic and social struc- 
ture. It must be realized that something 
is gained from every analysis that is made, 
even though the findings are negative. 

A useful analysis of nation-wide economic 
trends in general or in one or more specific 
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fields can be made as a result of the three 
censuses of business already taken. The 
value of such censuses will naturally increase 
with their number as years go by. Used in 
connection with other statistics, their value 
is further increased. 

A large engineering concern in estimating 
the credit of states and municipalities takes 
into consideration local economic conditions 
in each situation. “We are therefore,” says 
one of the officials, “interested in any facts 
which tend to indicate current and trend 
conditions of business in the state or munici- 
pality under consideration. Owing to the 
accuracy and reliability of government fig- 
ures, we prefer to use them where avail- 
able.” 

Any tendency toward geographic concen- 
tration, migration, or decentralization of 
business concerns or types of business is 
made apparent through a study of the Busi- 
ness Census reports. Migrations of demand 
or changes in its nature can be detected. 
General conditions in different parts of the 
country can be visualized. Comparisons of 
salaries and wages paid in different sections 
of the country, or by different kinds of busi- 
ness enterprise, are possible. Rentals and 
land values may be determined on this fac- 
tual basis. By capitalizing the rental values 
one arrives at a very definite value of real 
estate in any business center. Additional 
light is thrown on employment. 

From the standpoint of the economist, 
some other suggested uses of our business 
statistics are: 

1. For the determination of banking policies 
and laws. One of the banker’s functions is to 
know when to, and when not to, expand or cur- 
tail loans. Enlightened credit policies are de- 
pendent on such facts as this Census affords. 


2. For studying mortality rates of business 
concerns. 

3. As a basis for the construction of general 
economic indexes. 

4. As a base against which to check indi- 
vidual private studies of an economic nature. 

5. For the study of general consumption con- 
ditions on either a local or national basis. Shifts 
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in consumer interests are particularly significant 
as related to buying habits and population shifts. 

6. In studying sources of income and changes 
in these sources. 

7. The increasing amount and the nature of 
these data afford an excellent means of testing 
the truth of many economic theories long in 
question. 


MarKET ANALYSIS 


The Hub Haberdashery is located in a 
city of 15,000. The total market of the New 
York Steam Corporation lies between 96th 
Street and the Battery, on the little island 
of Manhattan. The Brooklyn Edison Com- 
pany serves the Borough of Brooklyn. The 
First National Stores has New England and 
Westchester County, New York, as a 
market. The Hood Rubber Company, Inc., 
sells throughout the United States. 

In spite of the smallness of the least of 
these markets, and the great expanse of the 
largest, Census of Business data can be used 
profitably in the analysis of each. 

Since this is the best known and most 
widely appreciated of all the uses, comments 
will be confined largely to listing several of 
the various possibilities, with brief explana- 
tions on some of the more unusual. 

“The Distribution Census figures,” ac- 
cording to a publisher of a group of maga- 
zines, “provide a more accurate and handy 
yardstick for measuring the market than 
any other index which could be devised. It is 
hard to see how American business could 
have gotten along all the years that it did 
without such information.” 

It is sometimes assumed, even by some 
business men, that market analysis is only 
undertaken for manufacturers, and that, 
therefore, our census data have no value for 
retailers, wholesalers, service establishments 
or banks. Such conceptions are, of course, 
based on lack of appreciation of the possi- 
bilities of the material, or upon a lack of 
familiarity with statistical techniques. It can 
be said with truth, I believe, that regardless 
of the type or kind of business involved, 
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these statistics have possibilities of profit- 
able employment, provided that the man- 
agement is capable of interpreting and ap- 
plying them. 

Without regard to their applicability to 
any given concern or its markets, the follow- 
ing uses of Census of Business figures in 
market analysis are suggested: 


1. For the selection of key markets and the 
proper allocation of efforts to them. This is gen- 
erally known as “skimming the cream off the 
market.” An examination of the data reveals 
potentialities of considerable astonishment for 
many sales managers who chase the rainbow of 
national distribution without full knowledge of 
the great open spaces shown on the maps. 


2. As a basis for selective selling by kinds 
of business, types of operation, or industries, as 
well as by geographical location or grouping. 


3. For measuring market potentialities or 
quantitative possibilities either on a geographi- 
cal or kind-of-business basis. This may include 
the determination of number, sizes and types 
of prospective buyers. 


4. To detect and measure trends in a market. 


5. In the study of buying habits, consumer 
preferences and purchasing power. 


6. To locate, delimit, and classify the various 
individual markets which constitute the total 
market. 


7. To analyze sales by counties or cities and 
point out weaknesses and possible improve- 
ments. Manufacturers often do this for their 
jobbers, although any jobber or retailer can do 
it if he so chooses. 


8. Selection of cities or counties in which to 
make studies of consumers or prospects. 


9. To measure competitive effort, its loca- 
tion, nature and strength. 


10. To determine the location of new stores. 
This includes choosing the city or county in 
which to locate, and even the choosing of a site, 
particularly in the larger cities laid out on a 
census tract basis. Naturally, the same type of 
data properly used may indicate sites that should 
be vacated. 

11. Affords a picture of business conditions 
in any given city, county or state, and by com- 
parison discovers trends within these areas. In 
those cities in which census tracts have been 
laid out, the analysis can be carried down to 
tracts and groups of tracts. 


EVALUATION OF DISTRIBUTION CHANNELS 
AND METHODS 


For 1929 and again for 1935, information 
on Manufacturers’ Distribution of Sales to 
primary channels was collected. Changes in 
the manner in which manufactured products 
are distributed, as, for example, the increase 
in the number of manufacturers’ outlets and 
its effect on problems in wholesale and retail 
distribution, are indicated. This material is 
being tabulated and published as a part of 
the Census of Business, 1935, and when is- 
sued should throw much light on the manu- 
facturers’ primary channels of distribution 
and indicate the considerable changes which 
have taken place. Future data of this type 
will, of course, reveal some changes which 
are apt to result from recent legislation. 

One manufacturer reports that, “We are 
using the Census of Wholesale Distribution 
as an index of the discount required to ade- 
quately compensate the wholesaler for the 
services rendered. It has also been useful as 
an index of the proportion of business con- 
trolled by wholesalers by sections of the 
country.” 

Another says: “The Retail Censuses of 
1929 and 1933 have been very valuable to us 
and we are anxiously awaiting the 1935 sta- 
tistics. It was not until the publication of 
these statistics that we had any idea of the 
possible outlets for our products and where 
the trading was conducted. Until then, no 
attempts were made at sales research or in- 
telligent sales analysis but now we are or- 
ganized both at the home office and in our 
ten branch offices to analyze our business in 
relation to the Retail Census statistics and 
to direct and assist our 350 salesmen in ob- 
taining the most out of their respective terri- 
tories.” 

Further suggested uses of census reports 
in choosing and evaluating distribution chan- 
nels include: 

1. Determination of new and logical channels 


of distribution through study and comparison of 
types available. 
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2. Analysis of outlets through the use of 
these reports can be made on the basis of num- 
ber of establishments, kinds of business, type 
of operation, size groupings by volume of busi- 
ness, and by cities and counties. A special re- 
port on Chains and Independents will be issued, 
affording considerable information as to trends 
and comparisons in this contentious field. 

3. Counties and cities may be combined to 
coincide with sales territories, thus affording 
such information on retail, wholesale, or other 
outlets as number of establishments, size, lines 
carried, type of operation and relative im- 
portance as an outlet for a particular supplier in 
a given area. 

4. On the basis of three censuses, users 
should be able to determine trends affecting 
various channels in which they are interest- 
ed. 


5. Affords a knowledge of the channels 
through which competitors reach similar mar- 
kets. 

6. For determining whether dense coverage 
through all available outlets should be used or 
whether selective distribution is preferable. 


BUDGET AND Quota BUILDING 


Next to market analysis, the use most 
commonly mentioned is in quota building. 
Quite naturally quota building is closely re- 
lated to budget making since one of the main 
purposes for the use of quotas is to enable a 
producer or middleman to plan his purchas- 
ing and financing, and to schedule his pro- 
duction, 

The sales quota is the sales volume objec- 
tive for a given time period, or the reason- 
able expectancy of sales established on facts 
and expressed in dollars or units of the 
product. The budget is the financial plan for 
attaining this objective. The necessity of de- 
tailed market and distribution facts as a bas- 
is for budget and quota building is immedi- 
ately apparent. 

From a large manufacturer of business 
machines comes the following comment: 
“We have recently completed a compilation 
of sales potential data for one of our divi- 
sions. We use statistics of population, cleri- 
cal employees, value added by manufacture, 
and of employees in mining, wholesale 
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stores, retail stores, hotels, amusements, 
services, steam and street railways, tele- 
phone and telegraph industries, banking and 
brokerage, and insurance and real estate— 
all from Census Bureau reports. With these 
data we used figures on bank debits, number 
of electrical customers and our own com- 
pany’s figures on present installations. By 
weighting these items in proportion to the 
ratio of machine business obtained from 
each type of industry we are able to set up 
quotas that are fair to all districts.” 

The two widely known and much used 
books used in quota building are both based 
largely upon census data, as are many other 
similar publications. 

The high degree of synchronization made 
possible between purchases, production, and 
consumption for an individual concern .or 
for an entire industry through the use of the 
various types of data made available by the 
Bureau is not always appreciated for two 
reasons, First, some do not know of the 
existence of large segments of such data. 
Second, they have been so widely dissemi- 
nated among those who do use them, and 
made so easily available through the much 
appreciated services of private publications 
that the figures are merely taken for granted. 
Their value, I believe, would only be fully 
realized were they to be suddenly made 
unavailable. 

In the past there has been much wishful 
thinking and hopeful guessing about quotas. 
Great injustices have been done good sales- 
men, In fact, the usual so-called quota 
wherein an arbitrary percentage of increase 
is added to last year’s sales becomes a 
penalty to the best salesman, who has 
brought in all the business his territory has 
to offer, while it fails to motivate sufficiently 
the poorer salesman who has only scratched 
the surface in what may actually be the rich- 
er market. For most products, there is no 
longer any justification for such slipshod 
and unjust arrangements. The facts are 
available for the taking. 
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BuILDING SALES TERRITORIES AND 
RoutTiInG SALESMEN 


Reaching the scattered markets requires 
long and costly travel over vast stretches of 
relatively sterile regions, as is shown clearly 
when sales by counties are recorded on a 
map of the United States. This affects mar- 
keting strategy. 

Territories must be constructed with great 
care and in doing so the old psychological 
hazard of state lines as boundaries should be 
displaced with a new strategy based on mar- 
ket potentialities, travel networks, and ware- 
house facilities. The facts are actually avail- 
able with which to do this. Many business 
concerns could make enormous savings by 
radical rearrangement of their territories, 
salesmen’s routings and locations of branch 
offices. 

Warehousemen, distributors, manufactur- 
ers, and transportation companies alike, 
could all use our data most advantageously 
in improving efficiency in the entire distribu- 
tive system along the lines outlined above. 
With this type of strategy in mind, public 
warehouses and trucking for hire were in- 
cluded within the scope of the Census of 

Susiness, 1935. 

A manufacturer of paints and varnishes 
says: “Our company is in a period of expan- 
sion and the data you furnish is extremely 
valuable in the course of planning expansion 
into new territories as well as in judging the 
amount of effort that can be properly spent 
in older territories.” 

A manufacturer of footwear and other 
rubber goods informs us that, “We are now 
in the midst of setting up a county sales card 
for each county showing at the heading of 
each the population and types, retail sales 
and their relation to U.S.A., state and our 
sales district, trading centers, general de- 
scription of the county, and special mar- 
kets for our products, contained therein. 
Below this description and data, provision is 
made for our sales by classes for ten years 


with the per capita sales and percentage of 
sales to the total sales of the district. We 
aim at each county producing for us the per- 
centage of its total retail sales to the district 
total. The number of stores as shown by the 
census will be used to check our dealer 
census by counties and the number of deal- 
ers sold each year.” 


ALLOCATION AND MEASUREMENT OF 
ADVERTISING EFFORT 


For years the milline rate has been used as 
a space buying unit of measure. This is the 
cost per line of advertising per million of 
circulation. In Printer’s Ink for November 
26, 1936 (p. 6) we find a new unit advocated 
for this purpose—the marline rate. This is 
described as the cost per line per billion dol- 
lars of retail sales. It is used to determine 
the cost of newspaper advertising in relation 
to market potential. The author remarks that 
his use of the marline rate over a consider- 
able period of time leads him to two con- 


clusions : el | 


1. That “the average national advertiser is 
underspending in major markets.” 

2. That “the marline rate goes up as the size 
of the market goes down. In certain secondary 
markets the marline indicates an expenditure 
far in excess of market potential, often three 
or four times higher than average.” 


A newspaper publisher confides that, “Too 
much advertising space is bought through 
faulty intuition and not enough through a 
thorough understanding of the market. Your 
figures show us where the business is, in a 
more comprehensive way than any other 
existing data.” 

An advertising research man uses Busi- 
ness Census results, “in order to plot the 
amount of advertising that certain sections 
of the market should receive ; because, obvi- 
ously, advertising efforts should be propor- 
tioned to sales potential.” Many other con- 
cerns representing several fields of business 
report similar methods of allocating adver- 
tising and promotional effort. 
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CONTROL OF PUBLICATION CIRCULATION 


Newspapers, trade papers, and magazines 
find it advantageous to coordinate their 
circulation with such factors as consumer 
purchasing power, particular trade or in- 
dustrial groups, geographic areas having 
concentrations of general business activity 
or highly specialized businesses. Census data 
not only help the publishers to segregate and 
delimit the geographic and business group- 
ings, but aid them at the same time in prov- 
ing the quality of their circulation to adver- 
tisers and subscribers. 


INDEX BUILDING AND CORRECTION 


To anyone publishing periodical economic 
or business indexes, census material pro- 
vides an opportunity to check and correct a 
series which is necessarily based upon a rela- 
tively small sample. Users of such indexes 
can make similar corrections. 

“County by county breakdowns of basic 
data enable us to compute the various in- 
dices for the coverage areas of each of our 
stations,” according to a radio network 
executive. 

The statistician of a chemical company 
“welcomed the release of the Census of Re- 
tail Distribution. Upon applying treatment 
to these data, I found an index that sur- 
passed all the others used previously and, 
moreover, I had no difficulty in having man- 
agement accept my index because of the 
logical and factual base on which it is con- 
structed.” 

There will undoubtedly be a continuing 
and increasing use of indexes to general 
business conditions and to specific fields of 
business. The need of better retail and 
wholesale indexes is widely admitted, so is 
the need of better indexes for employment, 
wages, production, and advertising. Many 
commendable contributions have been made, 
but, in most cases, the contributor himself 
does not hesitate to say that there is much 
room for improvement. The continuance of 
present business censuses on a _ regular 


periodic basis, and the increased reporting 
of current data by the Census Bureau will 
afford great possibilities of improving vari- 
ous indexes already in existence and perhaps 
serve as an aid'in constructing others. 


TRADING AREAS AND INTRA-City AREAS 


Establishing well-defined trading areas 
for metropolitan districts and definitely de- 
limiting intra-city business centers have long 
been dreams of those interested in the dis- 
tribution and advertising of commodities. 

Unfortunately, any system for setting up 
either type of area must be a compromise, 
since a trading area that might be ideal for 
a convenience goods would mean little in 
relation to shopping goods. Many cities have 
been laid out in census tracts which are 
fairly practicable statistical units for popu- 
lation treatment. They are far from ideal for 
business tabulations. 

The Bureau has been experimenting and 
working with both types of areas in the hope 
that we might assist in solving one or both 
of these area problems. We must confess 
that, although we have made what we con- 
sider some valuable discoveries, we have not 
reached a soiution which we consider final. 
I call your attention to a paper on “Intracity 
Business Areas for Principal Cities,” de- 
livered by Mr. Malcolm Proudfoot, of our 
Bureau, before the Joint Meeting of the 
American Marketing Society and the Na- 
tional Association of Marketing Teachers 
at Atlantic City, November 27 and 28, 1936. 
Needless to say, we intend to continue our 
attempts to help you solve this problem. 


MISCELLANEOUS USES 


There are a number of other uses which 
are well worth considering, and the brevity 
of the treatment is in no sense an indication 
of minor importance. 

Universities find census reports an excel- 
lent medium for teaching principles as well 
as making the student acquainted with useful 
facts. We realize the importance of making 
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this source material available. We fully ap- 
preciate the fact that the student of today is 
the economist or business man of tomorrow. 
Consequently, we are anxious to make these 
Census of Business reports available in suffi- 
cient quantity for student use, especially 
through university libraries. 

Census reports become historical docu- 
ments and may be referred to with profit for 
many years. 

News value causes census data to be used 
as the subject matter for news items, edi- 
torials, special reports, and radio broadcasts ; 
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therefore such data are raw material for edi- 
tors and publishers. 

Sales manuals 
figures. 

Chambers of Commerce can use Census 
reports to advantage in selecting business 
and manufacturing concerns most apt to 
benefit the community and most apt to suc- 
ceed in a given locality. Incontrovertible 
figures are always more convincing than 


often contain Census 


glibness and misrepresentation in securing 
new business enterprises. 














Distribution of Family Income in 
Urban Communities 


A. D. H. KAPLAN 
Director, Urban Study of Consumer Purchases, Bureau of Labor Statistics 


Epitor’s Note: This paper gives some preliminary 
summary of the ambitious study of consumer pur- 
chases undertaken jointly by the Departments of 
Labor and Agriculture. Even these preliminary 
findings are of great interest; they suggest the 
prophecy that the completed study will be classic 
in its significance. 


i bw cost of living index and cost of liv- 
ing information in general, have come to 
be associated in the public mind with the 
U. S. Bureau of Labor Statistics as a divi- 
sion of the Department of Labor. That asso- 
ciation may have contributed to conceal, for 
a time, the more general business uses to 
which the data on family budgets might be 
put. On the unexploited possibilities of 
family income and expenditure data for the 
business analyst, the following comment by 
the chief economist of the Metropolitan Life 
Insurance Company is in point: 


Family budget data are rather generally con- 
sidered as having interest and value only to 
such persons as the theoretical sociologist or 
the relief worker or the labor leader. That view 
is much too narrow to be sound today, however 
true it may have been in other days. The mer- 
chandiser, the manufacturer and the market re- 
searcher can put such figures to even more in- 
tensive, practical use. Indeed, for the really ade- 
quate, fact-controlled planning of a production 
and merchandising program, such basic figures 
are essential; yet the only ones available in this 
supposedly statistical-minded country of ours 
are so stale as to be of decidedly limited use. 


There is evidence in the current files of the 
Bureau of Labor Statistics that students of 
market research are increasing their use of 
the available federal cost of living data in 


* William A. Berridge, “Family Budgets from an 
Economic and Merchandising Point of View,” The 
Annalist, July 17, 1931. 


setting up sales quotas, advertising cam- 
paigns, and even production schedules. Al- 
most any enterprising market research firm 
today can point to studies which it has un- 
dertaken to reflect consumer demand on a 
specific product, supplementing the more 
general family budget data obtained under 
governmental auspices. Nevertheless the 
comment quoted above is pertinent in its 
reference to the fact that the available pub- 
lished data on consumer expenditures have 
left something to be desired on the score of 
adequacy and currency. The official cost of 
living index now employed is obliged to lean 
upon the study of money expenditures made 
by the Bureau of Labor Statistics in 1918 
among the families of 12,000 wage earners. 
That sample has the obvious limitations that 
first : it is confined to a restricted section of 
the consumer market; second, an abnormal 
price structure prevailed in 1918-19; third, 
the pattern of consumer purchases has since 
then been materially altered by the entry of 
new goods and services to replace others in 
the consumer market. 

Conscious of the need for more timely 
data on consumer buying habits, the cost of 
living division of the Bureau of Labor Sta- 
tistics was engaged during 1934 and 1935 in 
special studies of expenditures among the 
families of wage earners and low salaried 
clerical workers. One of the immediate pur- 
poses of these more recent studies has been 
to bring the B.L.S. cost of living index more 
nearly up to date. They have the added value 
of revealing significant changes in the pat- 
tern of consumer purchases. They show, for 
example, that the item of transportation, 
which includes automobile expense, vies 
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with clothing as the third most important 
item in the family budget. The increases in 
transportation, recreation and miscellaneous 
service items have been accompanied by a 
relative decrease in the expenditure for food 
and clothing. But these recent studies, re- 
vealing though they are, have been confined 
to the wage earners and lower salaried cleri- 
cal workers—with the not unnatural implica- 
tion that they were designed to meet the 
needs of labor groups in bargaining, of social 
workers in determining relief requirements 
and nutrition standards, and of sociologists 
in studying underprivileged population 
groups. 

The attitude of the market research fra- 
ternity on the need for enlarging the scope 
of cost of living studies was summarized 
in a report of the Committee on Domestic 
Distribution of the U. S. Chamber of Com- 
merce, which contained the following recom- 
mendation : 


It is urged that provision be made for con- 
tinuous periodical surveys of an adequate num- 
ber of American families to serve as samples in 
setting up typical American budgets. Such 
studies should be made at least once every ten 
years. It is now thirteen years since the last 
study was made. 

It is also urged that in the next cost of living 
study provision be made to secure information 
concerning the national requirements of people 
at various standards of living as determined by 
their income, the size of family, geographical 
differences, and skill in management. Such 
studies properly carried out and promptly pub- 
lished would prove of inestimable value to busi- 
ness as well as to the Bureau of Labor Statis- 
tics in establishing cost of living indices.? 


These recommendations may be regarded 
as an endorsement of the Social Science Re- 
search Council’s plan, prepared in 1929, for 
a Study of Consumption According to In- 
come; and the present Study of Consumer 
Purchases, by the same token, as an attempt 
to carry out the mandate for a more com- 


? Price Indices, Domestic Distribution Commit- 
tee, U. S. Chamber of Commerce, April, 1932. 


prehensive study of family income and ex- 
penditures. 

As has been noted on other occasions, the 
Study of Consumer Purchases is designed to 
reflect a cross-section of the American popu- 
lation, covering urban and rural families by 
geographic areas and types of communities. 
The families studied represent all economic 
levels, from those just above the relief status 
to the highest income groups, classified by 
family composition and occupational divi- 
sions. Included in the study are the popula- 
tions of the two metropolises ; six large cities 
averaging 300,000; fourteen middle size 
cities of 50,000 to 75,000 ; twenty-eight smal- 
ler cities of from 10,000 to 20,000; one hun- 
dred thirty-five villages, and sixty-six rural 
counties. 

The survey of rural families is assigned 
to the Bureau of Home Economics of the 
Department of Agriculture. The study of the 
urban communities, which is the immediate 
concern of this paper, is being conducted by 
the U. S. Bureau of Labor Statistics. The 
methods employed in the current study for 
scheduling the individual families have de- 
veloped out of the experience gained by these 
two agencies through studies of farming and 
wage earning families dating back over half 
a century. In the present instance, these 
agencies have had the codperation of the 
Consumption Research Staff of the National 
Resources Committee, and the Central Sta- 
tistical Board. 

A combination of random and controlled 
sampling has been employed.* Nearly 
370,000 native white families, randomly 
selected, out of a larger population sample, 
have furnished information on income and 
sources of income, family composition, home 
tenure and occupation. The random sample 


* For an explanation of the sampling procedures 
employed in the Urban Study of Consumer Pur- 
chases, see Erika H. Schoenberg and Mildred Par- 
ten, “Sampling Methods and Problems in the Study 
of Family Expenditures,” Proceedings of the 
American Statistical Association, Chicago, Decem- 
ber, 1936. 
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serves as a base for weighting the expendi- 
ture data secured from a final sample of ap- 
proximately 50,000 families, controlled for 
income, family type and occupation. From 
this smaller sample, schedules have been ob- 
tained giving in detail the family disburse- 
ments for the schedule year. It is from the 
detailed expenditure schedules that informa- 
tion will become available concerning the 
quantities of goods and services purchased 
by families in various circumstances, to- 
gether with an indication of the prevailing 
prices which they pay at successive income 
levels. 

At this stage our analyses are necessarily 
confined to tabulations of the random 
sample, showing the distribution of families 
in the cities studied. To meet the time limita- 
tion of this evening’s session, I have selected 
for a comparison of income data the city of 
Chicago, representing the metropolitan pat- 
tern; Pueblo, Colorado, a community of 
50,000, to illustrate the pattern of our middle 
size cities; and Gastonia, North Carolina, a 
textile mill town of 17,000, for the smaller 
city pattern. 

A preliminary point needs to be made as to 
the way in which families have been classi- 
fied by income levels. For the treatment of 
the economic family as a consumer unit, it is 
desirable that all income factors affecting 
the family purchasing power be taken into 
consideration. Family earnings must include 
the contributions of secondary earners as 
well as of the principal earner ; receipts from 
interest, dividends, endowments or other 
gains, are likewise to be included. Equally 
important is the problem of classifying the 
family according to what might be called its 
purchasing-power income, rather than on the 
basis of nominal money income alone. This 
last adjustment looms largest in the case of 
home owners versus renters, especially 
where the home is owned clear of mortgage. 
To place the home owners in their proper 
income classes, the full rental value of their 
homes has been treated as housing expendi- 
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ture ; and after deducting interest, taxes, and 
repairs, the remainder has been added to the 
net money income as imputed income from 
housing. This procedure has had the net 
effect, in general, of stepping up the home 
owners by one interval above the family in- 
come scale in which their money incomes 
would have placed them. (The income classi- 
fication is by $250 intervals up to $4000 per 
annum ).* 

Of course, in making their expenditures, 
not all families are bound by the limitations 
of their current income. To make additional 
purchases, they may draw on savings or go 
into debt on the expectation of future in- 
come. But for the purpose of the study, 
family income rather than family expendi- 
tures has been made the basis for classifying 
the economic families. The families that 
have received relief during the schedule 
year have been placed in a separate category, 
because of the difficulty of arriving at their 
true incomes, which may include the value 
of goods and services received in kind; and 
for the further reason that the freedom of 
choice of relief families, as consumers, is 
temporarily modified by the agencies which 
aid them. 

The data given, except where otherwise 
noted, will apply to native white families, 
containing both husband and wife. 

Turning now to a comparison of income 
data on the three cities to be considered, a 
relationship is at once apparent between the 
size of community and prevailing income 
levels. Thus in Chicago, our native white 
families divide into equal halves at the in- 
come level of $1683 per annum; our middle 
size city, Pueblo divides its upper and lower 
economic halves at $1250 per annum; while 
the little city of Gastonia shows a median 
family income for its native whites of ap- 
proximately $1100 and for its negro families, 


* Adjustments are also made for such cases as 
those of free rent received as part of earnings, or 
room and board from the income of which the cost 
of food must be deducted. 
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just under $500 per annum. (See chart I and 
Table 1.). If we divide the populations at 
the $1000 and $2000 levels, our pattern for 
the three cities appears as follows: 


Chicago Pueblo Gastonia 


Under $1000 ......... 22.9% 39.1% 46.0% 
$1000 and under $2000 40.3 41.3 37.5 
$2000 and over ....... 36.8 19.6 16.5 


These figures include the relief families 
within the lower income groups. For Chi- 
cago, the percentage of native white fami- 
lies on relief included in the totals was 9.5 
per cent; in Pueblo, 23.4 per cent; in Gas- 
tonia, 11 per cent. 

The data for the controlled sample of ex- 
penditures are for native-white families con- 
taining husband and wife. It was not im- 
perative, therefore, to secure income data 
from families without husband and wife, 
foreign-born, negroes or families otherwise 
outside the universe selected. However, from 
the standpoint of the consumer market as a 
whole the income distribution of the total 
family population is significant. Consequent- 
ly, in order to compare the position of the 
native-white family group with that of other 
elements in the population, family schedules 
including income data were obtained for 
every family in a small random sample of 
each community. 

From a preliminary tabulation of such a 
complete random sample in Chicago certain 
characteristics may be selected which illus- 
trate the position of families not included in 
the controlled sample. The median income of 
the excluded groups, runs approximately 
$500 below that of the native white families. 
For the group of foreign-born heads of 
families in Chicago (including those on re- 
lief in the lower half of the scale) the median 
income is $1,394 per year. The median in- 
come for the “broken” native white families 
i.e., those not containing both husband and 
wife, was $1,232 per year. For Negro fami- 
lies not on relief, the median income was 
$1080. (If all the Negro families on relief 
were included in the lowest income group, 


the median annual income for all Negro 
families would be approximately $765.) 

The lower incomes of the families not in- 
cluded in the controlled sample are reflected 
in the relatively higher proportions among 
them which receive relief. As against the 9.5 
percent given for the controlled sample, the 
extent of relief among the other groups 
sampled in Chicago was found to be, in the 
ascending order, 11 per cent for the foreign- 
born families; 14.3 per cent for native-white 
broken families; and 49 per cent for the 
Negro families. 

The use of family income as a basis for 
analyzing consumption raises the question of 
how these family incomes are made up—how 
much of the family income represents earn- 
ings, and how much comes from other 
sources; what proportion is contributed by 
the head of the family, and how important 
are secondary earners in determining the 
economic position of the family? As to the 
place of earnings in the picture, we may say 
that even with non-money income included 
in the totals, earnings account for more than 
90 per cent of the total incomes available 
to American families, Among those families 
in our Chicago sample who rented their 
homes, the income from earnings constituted 
97.8 per cent of total income. Among the 
home owning families, where credit was giv- 
en for the imputed net income from homes, 
money earnings accounted for 85.7 per cent 
of total income. In the city of Pueblo for 
home owners and renters combined, the 
earnings accounted for 91.2 per cent of total 
income. On a similar basis earnings ac- 
counted for 94.9 per cent of total family in- 
come in Gastonia. 

As we take note of successive income 
levels in relation to family type, we find a 
relatively higher proportion of supplemen- 


tary earners as family incomes increase—at 





least so far as wage and salary incomes are 
concerned, Nevertheless, taking the families 
as a whole the principal earner accounts for 
89 per cent of total family earnings in Chi- 
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cago; 93.9 per cent of total family earnings 
in Pueblo; and 80 per cent of total family 
earning in Gastonia. The husband was the 
principal earner in 90 per cent of families in 
Chicago; 91 per cent of the families in 
Pueblo and 88 per cent of the families in 
Gastonia. 

The interrelationship of community size, 
income levels and living costs cannot be con- 
sidered in detail until the data of family ex- 
penditures become available. But one aspect 
of the comparative living patterns is at hand 
for examination, namely that of rent as a 
function of income. In Chicago the rents of 
the modal income group, $1500 to $1750, re- 
quire 23.0% of the family income. On the 
same basis, the average rent of $18.30 per 
month for the Pueblo modal group ($1250 
to $1500 per annum) is 17.0% of income. In 
Gastonia, our small Southern city with its 
low annual incomes, the average rental of 
$11 per month for native white families 
makes it necessary for them to spend only 
10.0% of their income for rent ; the Gastonia 
negro families, with an average monthly 
rental of $6.90, yield but 14% of their pre- 
vailing incomes for rent. 

Rent is from a number of standpoints the 
most significant family expenditure item in 
determining the general pattern of living in 
a community. In a large city, rent is a leading 
contributor to a large total of taxation which 
provides the elements of free income that go 
with life in a large city, as compared with 
smaller communities. The apartment house 
dweller of the large city obtains his flower- 
beds, lawns and caged pets, not to mention 
sanitation, safety and culture, in the form 
of free, public income. The householder in 
the smaller community provides his own gar- 
den, his own zoo, and often his own garbage 
disposal system. The real income exists in 
both places, but in different forms. From the 
viewpoint of the student of marketing or the 
administrator of sales quotas, the govern- 
ment is the chief customer in large communi- 
ties, for certain commodities and services 
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which in smaller communities may be pur- 
chased by individuals. 

In a city like New York or Chicago there 
is a level plain of average rents for low in- 
come families which hardly varies across the 
span of three family income bands, up to 
$1,000 per annum. Thus in Chicago, where 
four-fifths of the families rent their homes, 
the averages for monthly rent for the lower 
income bands were: 


Annual family income Rent per month’ 


Under $500 $23.05 
$500 to $749 22.93 
$750 to $999 22.80 
$1000 to $1250 26.00 


It is only from $1250 up that the increase 
in family incomes is reflected in a regular 
upward sequence of rent levels. In relation 
to total family income, our figures for Chi- 
cago indicate that families in the $500 to 
$750 class require 43.6 per cent of total in- 
come for rent; those in the $750 to $1000 
class take 31.3 per cent for rent; while those 
in the $1000 to $1250 class take 27.7 per cent 
for rent. From that point on there is a 
gradual tapering off in the importance of 
rent, to 11.2 per cent for rentals of families 
in the $7500-and-over classification. It would 
appear that the Chicago families in income 
ranges of $500 to’ $1250 per annum had not 
more than two-thirds of their incomes for 
the year 1935 available for other consumer 
purchases, after making allowance for rent. 
Obviously some of these families supple- 
mented their current earnings with bor- 
rowed funds or receipts from past savings. 

The relation of the size of community to 
the cost of housing is apparent from the 
accompanying Chart II, comparing rents in 
Chicago, Pueblo and Gastonia. It bears out a 
point already made: that although money in- 
come is lower in the smaller community, the 
percentage of rent to income tends neverthe- 


*For home owners in these income classes, the 
appraisals of monthly rental value showed, by in- 
come groups under $500, $27.82; $500 to $750, 
$28.89 ; $1000 to $1250, $30.06. 
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less, to become lower with the decrease in the 
size of the urban population. 

The Urban Study of Consumer Pur- 
chases plans to release the information on 
the distribution of families, and on the de- 
tailed family expenditures, by individual 
communities. Certain combinations of data 
are to be made with the purpose of present- 
ing regional and community-type patterns. 

Those who have conceived the present 
study of consumer purchases have under- 
taken it with some regard for its value as a 
step toward bringing production and distri- 
bution activities into a more rational balance 
with consumer requirements. The particular 
points in our economy at which the findings 
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may prove of greatest use, are still a matter 
of conjecture. In the last analysis the proof 
of the value of such research must come 
from the experience of agencies which carry 
on practical experiments in the utilization of 
the information. In that sense the definitive 
report on the significance of the present 
study will be made, not by those who tabu- 
late the data, but by those who determine, 
through use, whether nation-wide studies of 
family income and expenditure should con- 
tinue to be made; and if they are continued, 
what changes in emphasis and technique are 
desirable in order to enhance the value of 
similar studies in the future. 








Federal Price Legislation 
W. H. S. Stevens 


American University 


Epitor’s Note: This paper and the two that fol- 
low present some interesting history and points of 
view concerning the thirty-year controversy over 
Fair Trade, Resale Price Maintenance, and Price 
Cutting. Doubtless it will be many years before all 
of the issues will be closed, but many of them are 
fairly raised and skillfully discussed in these ar- 
ticles. 


LTHOUGH the terms of the Sherman 
Anti-Trust Act, as well as the court de- 
cisions thereunder, extend to various other 
matters besides prices, federal price legisla- 
tion may be said to have begun with that 
statute. As construed by the courts, that Act 
prohibited, among other things, the fixing of 
wholesale or retail selling prices by a manu- 
facturer or other seller on his own products, 
the fixing of prices by agreement or other- 
wise between or among competitors, and the 
use of prices as a weapon or method through 
local price cutting or bogus independents to 
eliminate competitors. 

So far as price is concerned, therefore, the 
public policy declared by the act and its 
subsequent interpretation is that (1) prices 
are to be competitive, and (2) that such 
prices are not to be used for the purpose of 
destroying or eliminating that price competi- 
tion which the act was designed in part to 
preserve. The disclosures made in various 
government anti-trust suits regarding the 
methods and practices which had been used 
by various companies, particularly the large 
combinations, in eliminating competition 
tended during the decade after 1900 to focus 
attention upon so-called unfair methods of 
competition.’ It came to be felt that the pres- 
ence of these methods and the injury which 


* For example, see records in various government 
suits against the oil, tobacco, explosives, shoe ma- 
chinery, cash register, kodak, steamship, and other 
monopolistic organizations. 


they wrought to competition and particularly 
to competitors was so great that protection 
against these practices was required. The 
result was the prohibition of unfair methods 
of competition in the Federal Trade Com- 
mission Act and the delegation to that Com- 
mission of the authority to prevent them. 
Almost simultaneously the Clayton Act was 
passed, outlawing price discrimin2tions 
where the effect may be to substantially les- 
sen competition or tend to create a monop- 
oly. Enforcement of this statute was also 
delegated to the same Commission. 

As already stated the courts, under the 
Sherman Act, had repeatedly declared 
against and prohibited various price dis- 
criminations through bogus independents, 
fighting brands, and other similar methods 
intended or designed to eliminate competi- 
tion. In frequent cases they had referred to 
such price discriminations as unfair. In view 
of these cases under the Sherman Act, there- 
fore, it seems that the prohibition of unfair 
methods of competition by the Trade Com- 
mission Act, as well as the price of discrimi- 
nation section of the Clayton Act, may 
properly be regarded as price legislation. At 
least neither of the two acts can be said to 
modify essentially the public policy an- 
nounced by the Sherman Act with respect to 
prices. 

Except for the minor modifications of the 
Web-Pomerone Act permitting agreements 
in connection with export trade, there has 
been no recession by legislation in the policy 
of competitive prices declared by the statutes 
referred to, with possible qualifications dis- 
cussed later for the amendment to the Clay- 
ton Act passed at the last session of Con- 
gress. 

Even before 1930, however, there had be- 
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come manifest in various quarters, a grow- 
ing dissatisfaction with existing federal price 
legislation and policy. This dissatisfaction 
was two fold in character. One group con- 
sidered that the existing legislation was a 
dismal failure so far as price competition 
was concerned. Prices were too uniform to 
be competitive. Business had passed into the 
control of a relatively few large-scale units, 
which refused to compete, and price varia- 
bility had disappeared. On the other hand, 
another group complained bitterly, especially 
after the beginning of the depression, that 
there was too much competition. Prices were 
too variable; too many competitors were 
cutting prices; too many of them were sell- 
ing below cost. These two opposing concepts 
are not as contradictory as they may seem. 
Each was true in a degree for the industries 
to which the two concepts were applied in 
the minds of those expressing these opin- 
ions. The former were thinking chiefly in 
terms of the production goods industries, 
the latter of consumption goods. 

The disclosures of various inquiries into 
the activities of trade and open price associ- 
ations and, latterly, the provisions of and ad- 
ministration of various N.R.A. Codes, the 
results of the investigations of the Trade 
Commission into the single basing point 
system in steel and the multiple basing point 
system in cement, received a considerable 
amount of publicity, They brought about a 
more or less general awareness of the fact 
that there had been devised and were in use 
among manufacturers, especially of produc- 
tions good, various formulae and other 
methods for the pricing of commodities 
which, where they did not actually produce 
price uniformity, at least greatly reduced 
price variability. Parenthetically, it may be 
noted that the mistake that some of the ob- 
servers of these phenomena made was to 
conclude that there was something new in 
these conditions. In some, if not many, cases 
the methods which were in use were new, 
but the conditions were not. Even before the 
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Sherman Act was placed on the statute 
books, and also to a considerable extent 
thereafter, the same results were being ob- 
tained through outright agreements and 
similar arrangements. Gradually, as_ the 
Sherman Act began to be enforced, these 
arrangements became too risky and more in- 
direct and less dangerous methods were de- 
vised. 

The group that thought that prices were 
too variable was looking particularly at con- 
sumers goods and the wholesale and retail 
price structure. This group saw the growth 
of mass distribution and the multiplication 
of mass distributors, department stores and 
mail order houses, chain stores and super- 
markets, Particularly after 1920 they noted 
the extraordinarily rapid rise of the chains, 
accompanied by a multitude of special dis- 
counts and allowances. They saw the disap- 
pearance of numerous wholesale and retail 
establishments and heard the complaints of 
wholesalers and retailers that they could not 
compete with the chains. They heard also the 
widespread outcry against price cutting and 
sales below cost and read about the provi- 
sions of the N.R.A. Codes against such acts. 

The thinking of both of these two groups 
may be said to have found expression at the 
last session of Congress in three principal 
pieces of proposed legisiation: (1) an anti- 
basing point bill, (2) a re-sale price main- 
tenance bill, and (3) an amendment of Sec- 
tion 2 of the Clayton Act, commonly known 
as the Robinson-Patman Bill. The second 
bill passed the Senate and the last, as you 
know, passed both houses and became a part 
of the law of the land several months ago. 

This most recent federal price legislation 
is too complex and difficult for exhaustive 
analysis in a paper of this character. Atten- 
tion may be directed, however, to certain 
points which are, I believe, of interest to the 
members of this Association. For this pur- 
pose I shall divide the act into four parts, 
first, the price discrimination provisions, sec- 
ond, the service and facility provisions, third, 
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the penalty provisions, and fourth, the 
brokerage provisions. In order to keep this 
paper within reasonable compass, I shall not 
attempt to deal with the brokerage pro- 
visions of the act in detail. 


Much of the substance of the price- | 


discrimination provisions of the Robinson- 
Patman Act has been on the statute books 
for more than 20 years in old Section 2 of 
the Clayton Act which the newer legislation 
replaces. The older section also forbade price 
discrimination where the effect may be sub- 
stantially to lessen competition or tend to 
creat a monopoly. The new act adds or “to 
injure, destroy or prevent competition with 
any person who either grants or knowingly 
receives the benefit of such discrimination or 
with the customers of either of them.” The 
substantive part of the section, therefore, 
has presumably been broadened. 

Old Section 2 of the Clayton Act, as well 
as the new section, also contained exceptions 
for differences in grade, quality or quantity, 
for differences in cost of selling or trans- 
portation, and for meeting competition, as 
well as the right of selection of customers. 

Although there are other minor differ- 
ences, the most important changes between 
the exceptions in the old and the new section 
are (1) the addition of the manufacturing 
cost exception in the later enactment, (2) the 
exception for changes in conditions affect- 
ing the market for or marketability of the 
new product, and (3) the substitution of 
“delivery cost” in the new act for “trans- 
portation cost” in the old. Thus, although 
the substantive portions of the section have 
been broadened, the exceptions or defenses 
also have been widened. 

Perhaps because of the addition of the 
clause “injure, destroy or prevent competi- 
tion, etc.” there has been some thought that 
the only differences in prices permitted by 
this new section of the statute are those that 
fall within the specific exceptions or de- 
fenses specified. This would in effect mean 
that all differences in prices not falling with- 


in such exceptions are prohibited on the 
theory that every such price difference must 
either injure, destroy, prevent, or substan- 
tially lessen competition or tend to create a 
monopoly. 

Doubt is expressed by others that the sec- 
tion will be thus construed. New Section 2 
(a) prohibits price discrimination, but only 
where it has certain specified effects: (1) 
substantially lessening competition, (2) 
tendency to creat monopoly, (3) injuring, 
destroying, or preventing competition with 
any person who either grants or knowingly 
receives the benefit of such discrimination or 
with customers of either of them. There are 
some who feel that the ultimate construction 
of these effects will permit of some, if not 
many, price differences based upon defenses 
other than those specifically set forth in Sec- 
tion 2 (a). 

This theory finds some support perhaps 
in the fact that differences in prices justifi- 
able on account of making only due allow- 
ances for differences in costs of manuféctur- 
ing, sale or delivery are referred to as “dif- 
ferentials.” This language, as well as the 
exceptions for price changes in response to 
changes affecting the market for or market- 
ability of goods, may imply that there are 
also other price differences which do not 
substantially lessen competition, tend to cre- 
ate monopoly, or injure, destroy or prevent 
competition. 

- Even apart from ary such construction of 
the price discrimination provisions of the 
statute, the exceptions may be taken to imply 
that there was no intention of prohibiting 
more or less normal and customary differ- 
ences in prices. The exception of costs of 
selling and delivery suggests that the dis- 
crimination provisions need not, in many 
cases, disturb customary differentials based 
on volume where actual savings are in- 
volved. This may or may not extend to func- 
tional discounts. Differences in costs on ac- 
count of different methods of selling is a 
differential which is excepted by the terms 
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of the Act. Where one sells to both whole- 
salers and retailers, he may use distinctly 
different methods of selling, which may give 
rise to different costs. In this case the seller 
is apparently free to make the different 
prices for the same merchandise even though 
the quantity sold is the same. It should be 
recognized, however, that such a differen- 
tial is based not on the class of customer as 
such, but on the different methods used. An- 
other and broader construction of “methods 
of selling” might permit functional discounts 
either under this phrase or on the ground 
previously mentioned that such discounts are 
a form of differential which does not consti- 
tute a discrimination within the meaning of 
Section 2 (a) of the act. Both these broader 
constructions seem to me extremely doubt- 
ful. " 

The price discrimination section of the act 
also provides that the Federal Trade Com- 
mission may prescribe quantity limits. Al- 
though on consumer goods, at least, the nor- 
mal differential in favor of the large mass 
buyer may not always be very large, there 
have been more than occasional exceptions. 
And in the case of certain classes of pro- 
ducers goods, the exceptions are commonly 
reported tg have been very large as well as 
frequent. Even though costs may in some 
cases justify such exceptionally wide differ- 
entials, there is ground for the authority 
given the Commission to restrict them when 
the protection of competition is involved. 

In the case of exceptionally large gur- 
chases, in other words, the cost justification 
may not be sufficient because the price differ- 
ential may be conceivably so great as to 
place smaller competing buyers more or less 
at the mercy of the recipient of the high 
differential. 

The theory lying behind this proviso of 
the statute is apparently much the same as 
the principle laid down by the Interstate 
Commerce Commission with reference to 
quantity rates. In one of its earlier decisions 
we find the following statément: 
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The Commission has repeatedly held that the 
mere fact that certain traffic is hauled in train 
load lots cannot be made the basis of rates dif- 
ferent from those applied to shipments in single 
carloads. This is upon the theory that to permit 
the practice would be in effect to allow lower 
rates upon a condition which only a few ship- 
pers can comply with and to do an injustice to 
those unable to ship the required quantity. 
(Wells River Lumber Co. vs. C. M. & St. P. Ry. 
Co., 38 1.C.C. 464, 465) 


The provisions of the act with reference 
to service and facilities are not easy to 
analyze. As the Trade Commissions’ chain 
store inquiry disclosed in detail, there are in 
effect in the case of large mass distributors, 
as well as other and smaller ones, a variety 
of service arrangements of one kind and an- 
other, newspaper advertising, window and 
counter display, and miscellaneous advertis- 
ing and sales promotional arrangements, as 
well as freight and brokerage. Certain of 
these advertising and promotional allow- 
ances were really volume allowances mas- 
querading as advertising and promotional ar- 
rangements. Examples are allowance for ad- 
vertising or sales promotion of a certain 
amount per case purchased or purchase al- 
lowance graded according to the quantities 
purchased. Most of such advertising and 
promotion allowances, however, were separ- 
able from the prices at which the goods were 
sold, were frequently, if not usually, cov- 
ered by specific contracts, were commonly 
paid for separately, and were probably in 
most cases susceptible of separate auditing 
even though such auditing might in some 
cases be expensive. With regard to these 
service and facility provisions, the act con- 
tains no such broad exceptions and qualifica- 
tions as are provided for in the case of price 
discriminations. Such service and facility 
arrangements are apparently prehibited with 
only two qualifications. The first of these is 
where such services and facilities are ac- 
corded and payments therefor are available 
upon proportionally equal terms to all. The 
second is in the nature of a defense. The 
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furnishing of services and facilities in good 
faith to meet the services and facilities fur- 
nished by a competitor rebuts any prima 
facie case. 

Now nobody knows exactly what propor- 
tionally equal terms means, and it is quite 
likely that a whole series of decisions will be 
necessary before the phrase is adequately de- 
fined. The service and facility provisions of 
the statute, therefore, are probably tinged 
with much greater uncertainty than are the 
price discrimination provisions, The latter, 
as stated, closely resemble similar provisions 
in old Section 2 of the Clayton Act. These 
latter were more or less familiar and had 
been interpreted in a number of cases. 

A further difficulty in the interpretation 
of these subsections is found in the penalty 
section of the statute. Although the furnish- 
ing of services and facilities and the payment 
therefor on proportionally equal terms in 
Section 2 (a) contains no specification as to 
time, one is subject to criminal prosecution 
if an advertising service charge is granted to 
a purchaser over and above the advertising 
service charge available to competitors at the 
time of such transaction. There is disagree- 
ment also as to whether this penalty section 
applies to other acts included in the statute 
but not specified in the penalty section. 

The uncertainty regarding the operation 
of the provisions with reference to services 
and facilities may lead to the greatest 
changes in the system of marketing and dis- 
tribution. Advertising and sales promotional 
allowances by manufacturers have in many 
cases been cancelled. Chain private-brand 
items in the chain store advertisements in 
1936 show great increases in frequency as 
compared with 1935. There is a correspond- 
ing decrease in the number of nationally ad- 
vertised items featured by chain stores. 
Newspaper advertising featuring chain store 
private-brand products independently of the 
regular chain-store advertising is beginning 
to appear in some cases. 

Many of the chain store private-brand 


items are not manufactured but purchased. 
Output contracts, which are also reported 
as being made, will apparently avoid possi- 
bilities of violating the law that might occur 
if a manufacturer sells the same goods under 
his own and under private labels at different 
prices for the same quantities. Whether the 
same goods under different labels are of like 
grade and quality has not yet been finally 
determined. The language of the act, how- 
ever, as well as the Trade Commission’s 
decision in the Goodyear case, would seem to 
indicate that they are. 

If the decisions of the Cemmission and 
the courts result in a narrow and strict con- 
struction of (1) proportionally equal terms 
to all customers or to all purchasers in the 
subdivisions of the act relating to services 
and facilities and of (2) “available to com- 
petitors at the time of sych transaction” in 
connection with advertising service in the 
criminal section, and (3) if the criminal pro- 
visions of Section 3 can be applied to all 
price discriminations and facility and serv- 
ice arrangements, one would be indeed rash 
even to guess at the possible changes in our 
system of marketing and distribution that 
might result in a few years. 

Personally, I am optimistic that a broader 
and flexible construction will ultimately be 
given to the service and facility subsection. 
At least the language seems to leave room 
for a liberal construction which, it may be 
suggested, would be along the following 
lines: 

1. Services and facilities and payments there- 
for made in one city, area, or section of thecoun- 
try need not be made in another city, section, or 
area though offers of such services and facilities 
and payments therefor must be accorded to all 
in each such city, area, or section. 

2. Proportionally equal terms means a vari- 
ety of things depending upon the character of 
the services and facilities offered but in all such 
cases the standards of differentiation between 
customers under proportionally equal terms 
must be reasonable and reasonable effort must 


be made to provide for the participation of all 
distributors who care to do so in the benefits 








-—-* © © 


nom se FOr ww et ee 








THE JOURNAL OF MARKETING 


or advantages of such service and facility ar- 
rangements and the payments therefor. 

3. That advertising service arrangements and 
charges must be offered to all within the same 
city, area, or section at the same time, thus mak- 
ing them available at the same time to all com- 
petitors as required by the penalty provisions of 
the statute. This, it will be noted, does not neces- 
sarily mean that they must also be given at the 
same time to all. Any given arrangement must 
be made available to all at any one time by the 
offer, but arrangements as to the time when 
the particular offer will become effective as to 
individual customers need not be simultaneous 
but may be worked out on a staggered or other 
similar basis from the time standpoint. 


The session of Congress about to open 
will, I am sure, see the reintroduction of the 
anti-basing point bill designed to reduce 
price uniformity, particularly in the case of 
producers goods, as well as a resale price 
maintenance bill designed to reduce price 
variability among wholesalers and retailers 
in the sale of specific items of consumers 
goods. There are also heard rumors of a bill 
to prohibit manufacturers from selling at 
retail and of amendments to the Robinson- 
Patman Act not specific as yet. In addition, 
there is the possibility that some trade prac- 
tice or other similar features may be an- 
nexed to the federal incorporation bill, 
which measure is said to be certain of rein- 
troduction. While probably not all of these 
measures will pass, this situation would 
seem to indicate the need for a comprehen- 
sive reconsideration and reappraisal of pub- 
lic policy with regard to competition and 
particularly prices. If anything would seem 
to be clear, it is that a large section of the 
public has lost its faith in competition. This 
includes not merely many men in the street, 
but students and academicians as well. This 
school of thought looking at the frequent 
uniformity of prices in particular industries 
concludes, not incorrectly, that there is at 
the time little or no competition in the sense 
of price variability. From this point it is an 
easy transition to the conclusion that compe- 
tition is outmoded and that substitutes must 
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be found. But this view, correct as it may be 
for the time being, ignores certain important 
factors. It is all too easy to overemphasize 
the significance of price competition within 
an industry. This is because competition is 
essentially dynamic, its characteristics 
changing with the impact of any and all sorts 
of changes in industrial and marketing 
methods, processes, and techniques. Out of 
industrial techniques and processes has come 
a highly intense commodity competition. 
This was when we called this a competition 
of substitutes, but in many cases the im- 
portance of the substitute has outrun that of 
the original commodity. In many others, the 
connotation attached to that word has long 
since been outgrown. The most recent illus- 
tration of this situation is the competition of 
paper, glass, and tin for the liquid container 
business. Canned beer is now familiar to 
many Americans. This container is com- 
monly reported to have been the product of 
long and expensive experimentation. Less 
well known and still far from perfected is 
the paper milk bottle, though this is already 
in use on a limited scale in some cities, and 
intensive work on the development of this 
type of container is still going on. I saw the 
predecessor of this container, made of 
pressed pulpwood in the form of a milk 
bottle, nearly twenty years ago. Somebody 
wanted me to buy stock in the company. 

The point in this commodity competition is 
that in some cases price competition between 
the individual units of the industry may be 
of significantly less importance than that be- 
tween the commodities and industries in- 
volved. The number of these cases, it may 
be conjectured, is increasing rather than de- 
creasing. 

Similarly, on the distribution side the 
evolution of methods of distribution, mail 
order, department store, chain store, cash 
and carry wholesaler, super-market, and 
consumer co-op has likewise changed and 
is changing the character of competition. 
Most people will, I think, agree that the price 
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competition of these various systems of dis- 
tribution and of other systems yet in the 
future is of far greater importance to con- 
sumers than that between the individual 
members of such systems. 

Again, the character of price competition 
has changed and will continue to change with 
the ever increasing knowledge of business 
men. As business men become more educated 
and more intelligent, price variability within 
any industry inevitably tends to be reduced. 
For example, the effect of adequate cost ac- 
counting alone in reducing such variability 
is almost incalculable. 

Freedom to engage in business under the 
competitive system carries with it naturally 
the right to conduct one’s business as one 
sees fit subject to existing legal require- 
ments. This includes, presumably, the right 
of cutting one’s own business throat, but it 
is scarcely reasonable to expect an intelligent 
business man to follow any such course of 
action. Neither is it reasonable to expect that 
such a business man will continue indefinite- 
ly to reduce prices when everyone in the in- 
dustry is taking business at a loss. Lack of 
price variability is an indication of a change 
in the character of competition. It is cost ac- 
counting plus the ever increasing compre- 
hensiveness of statistical and other informa- 
tion regarding fundamental factors of sup- 
ply, demand, price, and market. All these 
things result in his competing in a different 
manner than formerly. If the competitive 
system is to be thought of only in terms of 
competitive prices between industry mem- 
bers, or, shall we say, absence of price uni- 
formity between them; if this is the sole 
purpose, the end and aim of competition, 
there is good reason for the despair of many 
at the frequent ineffectiveness and ineffi- 
ciency of that system. The other side of the 
argument is that competition has a deeper 
economic and social significance than the 
matter of price as such and that the latter, 
after all, is an incidental effect rather than a 
major objective. In this view the basic im- 


portance of competition lies essentially in its 
elasticity and adaptability in. producing in 
the long run the maximum utility in the 
form of goods and services. Obviously this 
may come through new products, new in- 
dustries, new systems of distribution, and 
the like as well as from price competition 
among industry members. I do not assert 
that this is the correct view. I am simply 
stating the argument. Moreover, this is the 
long run point of view and naturally it will 
not satisfy many. Most of us are interested 
in the short term present in which we live 
and move. We are not much interested in ten 
or twenty years from now. We object 
naturally to the frequent and often long con- 
tinued failure of the mechanism to produce 
competitive prices in each and every industry 
at the same time and a!! iimes. But it should 
not be forgotten that it is just as inevitable 
under such a system that brains and in- 
genuity will be devoted to finding the means 
of escaping the rigors of price competition 
as it is that other brains and other ingenui- 
ties will be devising new products, new 
processes, and new methods, which generate 
it. From the short run poini of view of only 
a decade or two, it is easy on looking at cer- 
tain industries to reject the competition sys- 
tem. Really new products, methods of selling 
and the like are not always devised over- 
night nor often within years, nor are the 
opportunities for exploitation always pres- 
ent. The ten-cent cigarette did not arrive 
until some twenty years after the tobacco 
dissolution and then in the early stages of a 
depression and in conjunction with a price 
increase by the fifteen-cent cigarette com- 
panies, which had heretofore dominated the 
fields. 

In conclusion, it would seem that the ef- 
fects of proposed and possible price legisla- 
tion upon our economic and industrial fabric 
are so far-reaching as to raise seriously the 
question of whether we know where we are 
going or where we wish to go. 

Resale price maintenance is a good ex- 
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ample. The original referendum of the 
chamber of commerce on this subject 
favored it by a large majority. A second 
referendum some years later did so by only 
a narrow margin. Originally the Federal 
Trade Commission recommended it. Some 
years later, in a detailed report after an 
extended investigation, it rejected it. 

Do we wish to preserve the elasticity and 
adaptability of competition, and if so, to 
what extent? Should we restrict price com- 
petition among wholesalers and retailers and 
force it upon manufacturers? Should we re- 
peal the Sherman Act, as not a few have 
advocated ? If, as others contend, the com- 
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petitive system has been outgrown and 
should be discarded, what substitutes for it 
should be provided? The answers to these 
questions no one knows and there are many 
and diverse opinions. On one thing, perhaps, 
it might be possible for nearly all schools of 
thought to agree. This is that there should 
be undertaken as immediately as possible a 
comprehensive study and investigation of 
the whole subject of competition and its 
alternatives. The time would seem to have 
come for an effort to determine, if possible, 
some general principles and for the formula- 
tion of a national policy. 








A Retail Attitude Toward Resale 
Price Fixing 


Q. FORREST WALKER 
Economist for R. H. Macy & Co., Inc. 


4, RECENT enactment of so-called Fair 
Trade Acts in several states has again 
focused the attention of students of market- 
ing upon the problem of resale price fixing. 
For over a quarter of a century resale price 
fixing by contract has been subjected to ex- 
haustive legal and economic analysis. The 
fact that express legislative authority is re- 
quired for resale price fixing by contract 
seems to have been made evident by the 
many notable legal decisions. The perennial 
Congressional hearings, and public and 
private studies of the question have made it 
overwhelmingly clear that the opposition to 
the abolition of competition among distribu- 
tors rests on solid economic grounds. Never- 
theless, severe economic depression with 
intense price competition created conditions 
favorable to the revival of the price-fixing 
panacea for trade ills. To some extent our 
present state resale price-fixing laws are an 
aftermath of the resulting N.R.A. price con- 
trols. In the main, however, they represent 
the results of a new strategy adopted by the 
pressure groups which have long sponsored 
this movement in Congress. 

For many years efforts to legalize resale 
price fixing have been fostered and financed 
by a relatively small group consisting chiefly 
of the manufacturers, large wholesalers, and 
small retail distributors of proprietary reme- 
dies, drugs, cosmetics, and toilet prepara- 
tions. The strong community of interest be- 
tween the manufacturing and distributing 
branches of this trade is well known.* Manu- 


* Cf. Federal Trade Commission: Report on Re- 
sale Price Maintenance, Part I, 70th Cong., 2nd 
Sess., House Doc. No. 546, p. 103 ff. For account of 
a loan arranged by leading manufacturers to a retail 
association, see National Association of Retail 


facturers of tobacco products have refrained 
from active support, alleging legal re- 
straints ;? but distributors of these products 
have given substantial aid to the drug in- 
terests in the past few years. Book pub- 
lishers generally favor resale price fixing, 
but apparently they believe it desirable to 
leave lobbying activities to the booksellers. 
Manufacturers and distributors of packaged 
foods, with some exceptions, are today less 
interested in resale price fixing than in price 
control through “loss limitation” restrictions. 
There are important economic reasons* for 
their relative indifference. There is also a 
scattered interest in the question in a few 
other trades and industries. If we assume 
that the entire independent drug, book, and 
tobacco trades favor resale price fixing, we 
find that advocates of the movement repre- 





Druggists Journal, Vol. LV, No. 12. The study of 
Seligman, E. R. A., and Love, R. A.: Price Cut- 
ting and Price Maintenance (Harper & Bros., 1932) 
was financed by a prominent drug manufacturer, a 
vigorous advocate of resale price fixing. Another 
nationally known manufacturer offered a substan- 
tial sum to support the lobby for the Tydings Bill 
(resale price fixing) at the last session of Congress. 
Drug manufacturers have been deeply involved in 
the legal controversies. It is of interest to note 
that the consent decree, The United States of 
America v. The National Association of Retail 
Druggists, et al. (Circuit Court of Indiana, No. 
10593, May 9, 1907) has not yet been vacated. 

*Cf. American Tobacco Co. v. Federal Trade 
Commission (274 U. S. 543: May 31, 1927); also 
U. S. Department of Agriculture, Agricultural Ad- 
justment Administration: Hearing on Proposed 
Code of Fair Competition ... Relating to Prices, 
Practices and Conditions in the Wholesale and Re- 
tail Tobacco Distributing Industry, Docket No. 
125, December 16, 1933, p. 369 et seq. 

*Cf. National Recovery Administration: Di- 
vision of Review, Work Material No. 57, Restric- 
tion of Retail Price Cutting, study by E. T. Grether, 
p. 229. 
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sent only about five per cent of the total 
number of retail stores and about the same 
percentage of the total retail trade of the 
United States. It is clear that without the 
efforts of manufacturers, wholesalers, and 
small retailers in the drug trade, there would 
be no organized resale price fixing move- 
ment. Careful study also indicates that the 
primary sponsorship comes from a powerful 
group of interested manufacturers.* 

After decisive defeat in the courts, these 
manufacturers were quick to understand 
that if federal legislation to remove the legal 
barriers was to be secured, an active lobby 
by wholesale and retail druggists’ associa- 
tions was required. The manufacturers have 
remained in the background; and in the 
more recent Congressional hearings on resale 
price fixing bills they have been conspicuous 
by their absence. The skillful directors of 
the drug lobby have leaned heavily on strong 
emotional appeals and mass pressure, but 
these methods have failed thus far to achieve 
any success in Congress. The drug lobby 
has been opposed by the American Farm 
Bureau, the American Federation of Labor, 
the National Retail Dry Goods Association, 
various consumer organizations, and indi- 
vidual department stores. These groups have 
presented successfully very strong economic 
arguments exposing the motives of the drug 
group and the dangers of price fixing to 
both retailer and consumer. Repeated 
failures for more than twenty years made 
it necessary for the drug groups to plan new 
lines of attack. The National Industrial Re- 
covery Act provided a welcome interlude 
before the completion of more ambitious 
plans. 

The original code proposals for the manu- 
facturers of pharmaceuticals, package medi- 
cines, and cosmetic and toilet articles in- 

“It has become evident that distillers and pack- 
aged liquor dealers have more than a casual in- 
terest in resale price fixing. Liquor distillers were 
the first to fix prices after the original decision in 


the Field-Crawford Act in New York was re- 
versed on March 9, 1937. (See footnote 1la below.) 


cluded resale price fixing provisions.* The 
National Wholesale Druggists’ Association 
proposed a code to regulate wholesale prices 
on the basis of cost plus all overhead recog- 
nized in good accounting. The original re- 
tail drug code contained a provision fixing 
resale prices at wholesale cost plus the 
average overhead determined in the St. 
Louis drug store survey and plus a 5 per 
cent net profit. The drug retailers were as- 
sisted in the preparation of their code by 
Drug Institute, Inc., an organization con- 
sisting of individuals from the manufactur- 
ing and distributing branches of the industry. 
This organization also sponsored a vertical 
code for all allied groups which contained 
a resale price fixing provision. N.R.A. did 
not approve these plans, but subsequently 
did approve resale price fixing in the book- 
sellers’ code and some other codes. In 
passing, it should be noted that Drug 
Institute, Inc. was later disbanded, the 
alleged reason being fear of possible prose- 
cution under the anti-trust laws. 

Long before the Schechter decision the 
drug groups had given consideration to the 
advisability of lobbying for the enactment 
of state laws legalizing resale price fixing. 
In 1931 California passed a law substantially 
identical with the Capper-Kelly bill which 
was then pending in Congress. In 1933 this 
law was amended to make price-fixing con- 
tracts binding on third parties. Failure to 
secure resale price fixing in the wholesale 
and retail drug codes led to the organization 
of a nation-wide campaign for the enactment 
of state resale price fixing laws. This cam- 
paign began in October 1934.° Ostensibly 
the movement represents a more or less 
spontaneous effort of retail druggists to se- 


5 For detailed account of these efforts, cf. tbid., 
studies by M. Merrel, pp. 7-42; and by S. Kittelle, 
p. 50 ff. 

*Cf. National Recovery Administration: Divi- 
sion of Review, Work Material No. 16, Resale 
Price Maintenance Legislation in the United States, 
prepared by Harry S. Kantor, p. 2. This publica- 
tion gives a concise account of the state laws up to 
November, 1935. 
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cure protection from the rigors of retail 
price competition, but no one familiar with 
this question can doubt that the skilled di- 
rection and propaganda of these state cam- 
paigns must have had the active support of 
the National Association of Wholesale 
Druggists and various interested manu- 
facturers, aided, of course, by the retail 
drug associations. 

The new strategy of resorting to the state 
legislatures has proved quite effective. Some 
fifteen states have enacted resale price 
fixing laws which are nearly all identical 
even to errors in legal verbiage.’ To avoid 
the stigma of price fixing these laws are 
called “Fair Trade Acts.” The state lobbies 
have used similar methods—from the propa- 
ganda to the bus caravans of small dealers 
sent to the legislatures. In state legislatures, 
procedure seldom permits prolonged hear- 
ings at which public questions can be ex- 
haustively debated. Moreover, opposition to 
resale price fixing has not been organized 
along state lines and the drug interests have 
not had to face the united resistance of 
farm, labor, consumer, and opposing retail 
organizations. If a sufficient number of states 
can be brought under the price-fixing colors, 
sponsors of the movement are confident that 
they will have easy sailing in securing federal 
legislation. Hence the Tydings Bill, which 
failed in the last Congress, will no doubt be 
reintroduced this January.® 

The new strategy has succeeded in hur- 

*On March 23, 1937 twenty-seven states had 
enacted these laws. 

* Since this address was delivered Senator Mil- 
lard E. Tydings of Maryland and Representative 
John E. Miller of Arkansas have introduced bills 
for this purpose in the 75th Congress. The bills 
are substantially identical. They propose to legalize 
resale contracts in interstate commerce, when such 
contracts are lawful in the state where the resale 
is to be made or to which the commodity is to be 
transported. Brief hearings were held on the Mil- 
ler Bill, H.R. 1611, January 27-29, 1937. The sub- 
committee of the Senate Judiciary Committee 
which heard testimony on the Tydings Bill, S. 
3822, in the 74th Congress, reopened the hearings 
on S. 100 for the introduction of new evidence. 


All these hearings hav been extremely limited in 
time aud it has been is. possible for either side to 
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dling some of the legal barriers. The Cali- 
fornia law proved ineffective until it was 
amended to bind third parties. All the state 
laws contain this provision. In Doubleday, 
Doran et al. v. R. H. Macy & Co., Inc., ® the 
New York Court of Appeals unanimously 
held that price-fixing contracts binding non- 
contracting parties were unconstitutional. In 
Max Factor & Co. and Sales Builders, Inc., 
v. Clarence G. Kunsman,” and in Pep Boys 
v. Pyroil Sales Corporation," the Supreme 
Court of California, in a divided opinion, 
held an identical provision constitutional. 
The Supreme Court of Illinois sustained this 
section in Joseph Triner Corporation v. Carl 
W. McNeil’? and in Seagrams Distillers Cor- 
poration v. The Old Dearborn Distributing 
Co.'* The constitutionality of the California 
and Illinois laws in this respect has been 
sustained by the Supreme Court of the 
United States.’* The decision of the United 
States Supreme Court was based on the 
constitutionality of the Illinois Act, but not 
upon its economic wisdom. Indeed, the Cpurt 
clearly indicated the division of opinion as 
to the economic merit of resale price fixing. 
Whether other parts of these state laws will 





present complete oral argument. 

Proponents argued that the Tydings-Miller Bill 
was a simple amendment to the Sherman Act and 
the Federal Trade Commission Act designed to en- 
able states to carry out their own price-fixing laws. 
Opponents stated that the bill represented an at- 
tempt to do indirectly what the Congress had 
hitherto refused to do directly after exhaustive 
study of the merits of resale price fixing. They 
emphasized the fact that prevention of loss-leader 
selling has nothing to do with the guaranty of re- 
tail profit margins by means of resale contracts. 
They expressed willingness to accept a competitive 
price limitation at net invoice cost delivered or 
current market whichever was lower. The bill is 
not directed specifically toward the regulation of 
sales below net invoice cost; but it destroys all 
competition between distributors in the sale of an 
identifiable article in interstate commerce. 

* 269 N.Y. 272. 

*5 Cal. (2) 446, 55 Pac. (2d) 177. 

™5 Cal. (2) 784, 55 Pac. (2d) 194. 

* Illinois—, 2 North Eastern 2nd 929. 

* 363 Ill. 610, 2 N. E. (2) 940. 

“81 L. Ed. Adv. op. 130, 138. 
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be sustained in the courts is yet to be deter- 
mined.*® 

It is commonly alleged that the chief 
reason for the urgent necessity of resale 
price-fixing legislation is the use of “loss 
leaders” in merchandising. No one has ade- 
quately defined the term. No one has de- 
termined the extent of loss-leader use how- 
ever defined. No one has measured its 
harmful or beneficial effects upon the dis- 
tributor and the consuming public. Few 
distribution problems have been character- 
ized by more befuddled thinking. When the 
Federal Trade Commission defined price 
cutting as an “objection to a practice by 
some one,’’?® it epitomized the current trade 
understanding of the “loss leader.”” The re- 
tail code made no contribution because it 
defined the term as an article “often sold 
below cost to the merchant for the purpose 
of attracting trade.”*7 Cost was then de- 
fined as “‘actual net delivered cost, less all 
discounts, or current replacement cost, 
whichever is lower,” and subsequently 10 
per cent was added to this base figure to 
allow “for actual wages of store labor.” In 
its chain store investigation, the Federal 
Trade Commission very cautiously said: “A 
loss leader apparently is variously con- 
sidered as an article sold below net invoice 
cost, net purchasing cost or net manufactur- 
ing cost as the case may be, or it may be 
applied to goods sold below the net purchase 
cost of the goods plus operating costs, or 
simply to~ goods sold below the usual 
mark-up.”"* These and other versions fur- 
nish no aid to the scientific student of 


*On March 9, 1937, the Court of Appeals of 
New York State in Bourjois v. Dorfman (unre- 
ported) reversed its original decision and held 
the Feld-Crawford Act constitutional. The Court 
stated that it felt constrained to follow the ruling 
of the U. S. Supreme Court in the California and 
Illinois cases. 

* Federal Trade Commission: Report on Resale 
Price Maintenance, Part II, p. 9. 

* Art. VIII, Sec. 1. 

* Report of Federal Trade Commission: Chain- 
Store Leaders and Loss Leaders, 72nd Cong., 1st 
Sess., Semate Doc. No. 51, p. ix. 
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marketing. Moreover, an undefined and un- 
measured alleged merchandising evil cannot 
afford a sound basis for legislation prohibit- 
ing competition between retailers in the sale 
of particular articles. It is therefore essen- 
tial to define the term “loss leader” more 
precisely. 

A “leader” is an article featured by the 
merchant for the purpose of attracting 
customers into his store to inspect and buy 
both the featured article and other articles.’® 
As the word indicates, a “leader” must lead. 
Its use is predicated on the simple theory 
that a customer in the store is worth two 
in the home. In the strict sense, all advertised 
items are leaders. They may be branded or 
unbranded items, staple or style items, or 
items featured as discontinuances, close- 
outs, or clearances. Either the merchandise 
itself or the price at which it is offered, or 
both, must have sufficient “pulling power” to 
bring customers into the store. Although 
leaders are generally offered at less than 
customary prices, it does not follow that a 
successful leader must always be offered at 
a reduced price. Many leaders are sold at 
regular prices over considerable periods. 
The leader device is not a new merchandis- 
ing development: it is as old as the art of 
merchandising. 

But what is the true meaning of the term 
“loss leader”? What is the nature of the 
“loss” which qualifies this term? We can 
probably agree that any loss realized by the 
sale of clearance, close-out, or discontinued 
merchandise need not be considered because 
such merchandise must be priced at any 
level which will permit liquidation of the 
stock. The merchant has no practical alter- 
native. Such items do not constitute loss 
leaders. 

Is it correct to say that a loss leader is 
an article sold at a price below the sum of 
its net delivered cost, or current replacement 
cost, whichever is lower, and the out-of- 
pocket expense of selling? May it not be 


*For definition by Fed tal Trade Commission 
see ibid., p. 3. si 
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that the direct loss so realized is often wholly 
offset by indirect gains and that we cannot 
properly speak of “loss” without considera- 
tion of these indirect gains? Is it not true 
that the direct loss sustained is similar in 
nature to an advertising expenditure? It 
may or may not be productive and in any 
event the results are equally impossible of 
precise measurement by existing accounting 
methods. Since direct loss and indirect gain 
are functions of both measurable and im- 
measurable variables, it follows that we can- 
not determine when, in fact, a particular 
leader is actually a loss leader. It is also 
clear that a particular leader price may re- 
sult in a loss leader for one merchant when 
the same price does not create a loss leader 
for another merchant. Are we not forced 
to the conclusion that the “fairness” of a 
particular price depends wholly on the rule 
of reasonableness in each individual in- 
stance? If this analysis is correct, then the 
term “loss leader” can really mean nothing 
more than the sale of the leader item at an 
unreasonably low price. To reach a sound 
judgment as to a reasonable price is mani- 
festly an extremely difficult task which can- 
not be accomplished by adherence to purely 
arbitrary standards. 

There is no evidence of any excessive use 
of loss leaders. The Federal Trade Commis- 
sion chain store investigation gives no help 
because it furnishes no data on true loss 
leaders although it is often quoted by price- 
fixing advocates. It found that in 1922 about 
8.9 per cent of the reporting chains some- 
times sold particular items below net pur- 
chase costs; that in 1928 the total sales of 
chains which sometimes sold leaders below 
net purchase cost amounted to 31 per cent 
of the total chain-store sales reported; and 
that in the last week of December 1928, 
about 11.7 per cent of the total number of 
reporting chains sold some items below total 
costs (including operating costs).?° Such 
data are of no value for the scientific student 
of this marketing problem, and in the hands 


* Ibid., pp. x-xi. 
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of the propagandist are perverted to serve 
ulterior purposes. 

Every intelligent merchant knows that 
very little merchandise is normally sold be- 
low net purchase cost. Like improvident ad- 
vertising expenditure, the excessive use of 
loss leaders results in retail operating losses 
which provide the normal and natural cor- 
rective for pricing stupidities. There are no 
authentic data to show that unreasonably 
low retail prices have destroyed competition 
and fostered monopoly. The Standard Oil 
cases of local price discrimination have no 
bearing on the loss-leader problem. We must 
therefore conclude that the time-worn loss- 
leader arguments of proponents of resale 
price fixing are not only unsound but also 
specious. If the existence of a loss-leader 
menace of sufficient magnitude to warrant 
legislation for its correction is ever estab- 
lished, the remedy does not lie in the 
abandonment of competition between re- 
tailers in the sale of particular articles and 
the guarantee of retail gross profit margins. 
The remedy must deal specifically with the 
regulation of unreasonably low prices used 
with intent to suppress and destroy com- 
petition. Existing state and federal anti- 
trust laws are adequate to cover such cases, 
and no resale price fixing laws are necessary. 

The corollary of the argument against so- 
called “loss leaders” is that merchants who 
use loss leaders make up their losses by 
overcharging the consumer on other items. 
No extended comment is necessary to 
demonstrate the misleading nature of this 
argument, If the merchant uses true loss 
leaders, it does not follow that there is any 
direct and causal relationship between the 
leader price and the prices of other mer- 
chandise. The merchant prices this other 
merchandise at levels which he hopes will 
bring the most satisfactory financial results 
under existing merchandising conditions. 
These prices are set quite independently of 
“loss leader” prices. Even when a private 
brand mouth wash is sold on the same 
counter with a “loss leader” national brand, 
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the private brand must be fairly priced or 
it will not sell. If a nationally advertised 
mouth wash is used as a “loss leader,” it is 
ridiculous to contend that this fact causes 
overcharging on dresses or antique furni- 
ture. It frequently happens that an entire 
department of a store operates at a loss 
without any article’s being sold at a sub- 
normal mark-on; but it cannot be said that 
such a situation causes overcharging on 
particular merchandise in other departments. 
Price-fixing advocates ignore the fact that 
nearly all merchandise, branded and un- 
branded, known and unknown, must be 
competitively priced,” and that the aim al- 
ways is to sell at the most productive price. 
Moreover, if the consuming public is so 
gullible as to tolerate overcharging, there 
would be no limit to the overcharging which 
would take place under a system of fixed 
resale prices.** In commenting on this ques- 
tion, Professor Taussig has aptly said that 
by the use of “loss leaders” the retailer “does 
not ordinarily outwit or defraud the pur- 
chaser; he attracts custom, enlarges his 
scale of operations and brings down his 
overhead charges.”’** 

We have seen that the restriction of the 
use of loss leaders is a distribution problem 
wholly separate and distinct from the sub- 
ject of fixed resale prices and we may now 
turn our attention directly to the latter sub- 
ject. The drug interests have always used 
the loss-leader smoke screen, but in the 
earlier years of this controversy they gave 
much more prominence to the argument that 
the manufacturer’s goodwill was destroyed 
by retail price cutting. Political strategy has 
pushed this argument into the background 
because it is difficult to interest legislators 
in the alleged impairment of the goodwill of 
a small group of drug manufacturers who 


* Seligman and Love: op. cit., pp. 242-243. 

” Tosdal, H. R.: “Price Maintenance,” American 
Economic Review, Vol. VIII, No. 2, p. 299, foot- 
note No. 37. 

* Taussig, F. W.: “Price Maintenance,” Ameri- 
can Economic Review, Vol. VI, No. 1 (p. 10 of 
reprint). 
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have enjoyed very satisfactory profits over 
a long period of years. The alleged plight 
of the small retailer is much more effective 
in legislative struggles for resale price fixing. 
However, the legal cases on this controversy, 
particularly the recent Supreme Court de- 
cision on the constitutionality of the Cali- 
fornia and Illinois price-fixing laws, give 
much attention to the so-called goodwill 
argument. It is therefore advisable to ex- 
amine its economic validity. 

The manufacturer alleges that he does not 
have sufficient capital to establish his own 
retail outlets and control his price; that 
retail price cutting destroys the goodwill 
embodied in his brand name; and that his 
property rights in goodwill are placed in 
jeopardy. For these arguments the opponents 
of resale price fixing have effective answers. 
They say that lack of capital is not a 
valid reason for invasion of the rights of 
the distributor to sell his own property at 
whatever price he deems necessary and de- 
sirable. As to alleged destruction of good- 
will, they affirm that a generation of argu- 
ment has failed to produce any substantial 
evidence that a meritorious article has ever 
been driven from the market by price cutting 
per se,*4 
impaired. 


nor has goodwill been seriously 


As to the property right in goodwill, they 
point out that goodwill is not the exclusive 
creation of the manufacturer. Without the 
cooperation of the retailer who promotes 
the product by his own advertising, by 
special display, and by other promotional 
effort, it could be created only with the 
greatest difficulty. In fact, it is a joint crea- 
tion and the manufacturer is already pro- 
tected by the grant of exclusive right to 
control the application of the trade mark. 
The trade mark is essentially nothing more 
than a mark of origin. There is no law 
which compels a manufacturer to brand his 


* Report of Federal Trade Commission: Chain- 
Store Leaders and Loss Leaders, Part II, pp. 140- 
141; also N.R.A. Division of Review, Work Ma- 
terial No. 16, op. cit., study by H. S. Kantor, p. 3. 
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product. He is a free agent, and if he chooses’ ‘ resale price fixing laws would merely estab- 


to market his product under a brand name ' 


he takes such action with full knowledge of 
the risks of competitive distribution. His 
price to the retailer includes not only com- 
pensation for the going value of his good- 
will but also an allowance for insurance of 
that goodwill against any and all risks in 
distribution. Branded merchandise com- 
mands a higher factory price than unbranded 
merchandise of identical or substantially . 
identical physical and chemical character- 


istics.2> This differential in price is the | 


amount which the manufacturer exacts as 
payment for whatever element of goodwill 
there is in the brand name. When the re- 
tailer buys branded merchandise, he pays 
well for the goodwill, if any, inherent in the 
brand name. In short, the retailer buys both 
the physical article and such portion of that 
goodwill as may attach to the brand name 
on the article. This is the true economic 
nature of the transaction, notwithstanding 
contrary legal opinion. After he has bought 
both, he should be free to dispose of his 
property without restrictions on the selling 
price. These opposing retailers contend that 
they also have built customer goodwill which 
can be protected only by complete freedom 
to manipulate the prices of their mer- 
chandise as specific conditions and costs may 
necessitate without interference either by 
manufacturer or by third parties. 

Retail opponents of resale price fixing, 
state that legalization of such a right would 
threaten their independence. When the con- 
trol of gross margins is placed in the hands 
of manufacturers, the retailer becomes a 
mere vending machine. The manufacturer 
would be granted the right to alter distribu- 
tive gross profits at will without capital in- 
vestment in distributive channels and the 
attendant risks of loss. When it is said that 

* Cf. writer’s testimony: Hearings before the 
Committee on Interstate Commerce on S. 97, U. S. 
Senate, 72nd Cong., Ist Sess., Part 2, pp. 128-173; 
also Hearing before a Subcommittee of the Judici- 


ary... on S. 3822, U. S. Senate, 74th Cong., 2nd 
Sess., pp. 28-37. 


lish permissive rights to control retail prices, 
they reply that many advertised brands are 
so well entrenched that no retailer can afford 
to refuse to stock them when a resale con- 
tract is demanded. Failure to carry the 
merchandise would cause customers to go to 
the competitor who does stock the price- 
fixed items. The right of election is an empty 
right when the exigencies of retail operation 
require the stocking of large numbers of 
price-fixed brands. When the retailer’s mar- 
gins are controlled by the manufacturer, the 
latter is at complete liberty to reduce the 
differential when costs of manufacture rise 
or when any other circumstances make such 
action desirable, Continuous advertising of a 
fixed resale price creates a dangerous price 
rigidity when economic conditions change. 
The contracting retailer would undoubtedly 
suffer more than the manufacturer. 
Closely related to the question of dealer 
independence is the complete impossibility 
of fixing resale prices on any uniform basis 
which will meet the needs of modern mer- 
chandising. Price-fixing advocates argue that 
it is entirely feasible to set satisfactory re- 
sale prices within the confines both of small 
and of large marketing areas because manu- 
facturers have adequate knowledge of the 
average operating expenses of their dis- 
tributors. Even when the fact of expense 
variation is admitted, it is alleged that there 
is one uniform price which is proper for 
distributors of a given product. To such a 
doctrine probably no intelligent retailer can 
subscribe ; but unfortunately there are still 
large groups of retailers and manufacturers 
who feel that, since postage stamps are sold 
at uniform prices, there is no good reason 
why the same pricing policy should not be 
applied to toothpastes, mouth washes, hair 
tonics, patent medicines, and other products. 
Marketing experts are familiar, of course, 
with the fallacies in such arguments. They 
know that, although average operating ex- 
penses for the retail trade as a whole were 
29.39 per cent of sales in 1933, the expenses 
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of various kinds of retail groups ranged 
from an average of 17 per cent for country 
stores to 32.7 per cent for department 
stores.”° They are familiar with the extent of 
these variations in average operating ex- 
penses as revealed in the studies of the 
Harvard Bureau of Business Research, the 
University of Michigan Bureau of Business 
Research, the Department of Commerce, 
and many other fact-finding organizations. 
They have made the reasons for these varia- 
tions and the consequent impossibility of 
establishing equitable uniform prices the 
subject of special comment.”’ But, with large 
segments of the retail trade, many manu- 
facturers, and legislators blissfully ignorant 
or indifferent to these elemental facts of 
distribution, a vast amount of educational 
work must still be done before the price- 
fixing fetish can be scotched effectively. 

While these vital differences in average 
operating expenses are widely recognized by 
competent marketing authorities, enough 
emphasis has not yet been given to the fact 
that these expense ratios are merely aver- 
ages. By its nature the average is a mathe- 
matical device for leveling individual varia- 
tions. It is not sound practice to draw con- 
clusions regarding expenses of selling indi- 
vidual items from the overall averages of 
store groups. In the struggle to maintain 
price freedom some department stores have 
begun recently to delve rather deeply into 
the economics of overhead costs to prove the 
utter absurdity of an iron-clad retail price 
for a particular article in all stores of the 
same group. 

The overall expense ratio of an indi- 
vidual store likewise does not furnish a 
sound guide to the necessary mark-on for 
a particular item of merchandise due to the 
differing character of the components of 


*U.S. Dept. of Commerce: Census of Ameri- 
can Business, 1933, Vol. I, p. 20. 

* Haring, A.: Retail Price Cutting and Its Con- 
trol by Manufacturers, pp. 40-41 (The Ronald 
Press Co., 1935) ; also Converse, P. D.: The Ele- 
ments of Marketing, pp. 881-882 (Prentice-Hall, 
Inc., 1930). 
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operating expenses. Fixed, variable, and 
joint costs are included in these expenses. 
Depreciation, real property taxes, rent, part 
of salaries, part of delivery expense, and 
many other individual expenses are constant 
and do not fluctuate with the volume of 
sales. Other expenses vary directly with 
sales and some are also joint. In the retail 
store where thousands and perhaps hundreds 
of thousands of items are sold, these ex- 
penses become peculiarly significant. With 
heavy fixed expenses there are times when 
it becomes necessary or expedient to sell 
particular items at low gross margins be- 
cause of the contribution made to reduction 
of the overhead expense ratio. Joint, vari- 
able, and fixed costs necessitate the utmost 
freedom of the merchant to alter his selling 
prices at will. 

If the merchant applied a fixed uniform 
mark-on to each item of merchandise suffi- 
cient to cover his total operating expense 
and a reasonable profit, he would ‘soon find 
himself in financial difficulties. He must al- 
ways price his merchandise with due con- 
sideration to competition, investment in 
stock, rate of turnover, volume of sales, 
need of working capital, and the nature and 
amount of overhead and other costs. If the 
merchant’s selling prices on branded items 
are frozen by contracts of others, as these 
so-called Fair Trade laws provide, he is de- 
prived of essential liberty in the conduct of 
his business. Obviously, no brand owner has 
sufficient knowledge of operating costs in a 
particular store to enable him to fix a resale 
price which will produce the most satis- 
factory relationship of cost and _ profit 
factors. The true merchant is merchant of 
prices as well as of goods and services; and 
price freedom is vital to the most efficient 
operation of his business, The iron-clad re- 
tail price would destroy the foundations of 
modern retailing. 

It is common for advocates of resale price 
fixing to insist that equitable relief provi- 
sions can be written into resale contracts. It 
is customary for the state laws to provide 
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for relief from fixed prices when goods have 
become damaged, when they are perishable 
and liable to spoilage, when the merchant is 
liquidating his business or discontinuing the 
sale of a price-fixed item, and when the 
operation of the business is in the hands of 
an officer of a court. Such relief provisions 
are wholly inadequate to meet the ordinary 
needs of an active retail business. 

A merchant may make a mistake and buy 
too much of a price-fixed brand, or a sudden 
decline in sales may make his stock of the 
article too heavy. Though he may not wish 
to discontinue the item, he may find it 
necessary to correct his mistake and reduce 
stocks to improve turnover. The manu- 
facturer may not wish to credit him with 
returned merchandise. Furthermore, the de- 
lays incident to return of merchandise are 
often extremely costly. If the manufacturer 
will not accept return, the retailer, unless 
these laws otherwise provide, may be 
threatened with injunction proceedings if 
he cuts the fixed prices. Frequently a mer- 
chant, particularly a small merchant, may 
have urgent need of cash to meet a payroll, 
to pay bank and trade creditors, or to pro- 
vide cash for taxes and other emergency 
needs. In such cases the fixed price prevents 
prompt reduction of price to move stock and 
realize cash. A highly styled item may sell 
poorly and prompt price cuts may be needed 
to salvage the investment. Merchandise may 
be bought which is saleable only in cold 
weather and a protracted period of warm 
weather may make immediate price reduc- 
tion imperative. Sharp price declines in raw 
materials may presage falling wholesale 
prices, but a resale contract may prevent 
prudent steps to forestall loss. During the 
N.R.A. many drug retailers found it im- 
possible to live up to their codes and at the 
same time protect themselves from sales 
by competitors of allegedly damaged goods 
below the fixed minimums. There is no 
reason to believe that such situations would 
not arise again under a régime of fixed resale 
prices. Receiverships are often of consider- 


able duration, but the merchant is required 
to ignore such competition. In short, there 
is no method of providing relief from fixed 
prices by statute or contract which will meet 
the needs of modern retailing without com- 
plete sacrifice of the fixed-price principle. 

The forward-looking retailer is not un- 
mindful of the burdens which resale price 
fixing imposes upon the consumer. He has 
not been slow to align himself with consumer 
opposition to price fixing. It has been good 
business for him ‘to clarify the complicated 
economic effects of price fixing and to 
demonstrate the inroads which such schemes 
make upon the family pocketbook. If the 
consumer interest were properly aroused, 
no pressure group would be powerful 
enough to secure price-fixing privileges from 
the legislatures. Unfortunately consumers 
are not well organized and the task of se- 
curing this aid is attended with many diffi- 
culties. It may be helpful to sketch briefly 
the main outlines of the consumer argu- 
ment against fixed resale prices. 

The plain purpose of legalized resale price 
contracts is to make things cost the consumer 
more than they do under the existing system 
of price freedom. Otherwise, there would be 
no reason for seeking this privilege. As sell- 
ing costs are not uniform, it is obvious that 
fixed uniform prices cannot be fair to the 
consumer. If the manufacturer secures the 
legal right to fix retail prices, levels will in- 
evitably be set which meet the requirements 
of the full-service and higher-cost distribu- 
tors. Such prices make it impossible for the 
limited-service and efficient merchants to 
seek trade upon the basis of the lower selling 
prices which their costs justify. The ineffi- 
cient merchants are subsidized ; the limited- 
service merchants are penalized for their 
efforts to reduce prices. If the consumer pre- 
fers to trade in the cash-and-carry stores 
and other types of stores offering reduced 
selling services and lower prices, there is no 
sound reason why she should be compelled 
to pay these stores the higher prices estab- 
lished for the full-service stores. This point 
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of view is aptly expressed in the well known 
statement that resale price fixing requires 
the consumer desiring Third Avenue serv- 
ices to pay Fifth Avenue prices. Frozen 
retail prices prevent progress in reducing 
the wastes of distribution and raise the cost 
of living. Clearly, there is no gain to the 
consumer when a single, unregulated price- 
fixing contract between manufacturer A and 
retailer B binds all retailers in the state to 
sell at the same price regardless of their 
operating costs. 

It is estimated that at least one-half, and 
perhaps more, of the final retail price for 
merchandise represents the costs of distribu- 
tion. If resale price fixing is finally effective 
all competition between retailers in the sale 
of the price-fixed articles will be eliminated. 
Dealer competition for half or more of the 
retail dollar will be removed. We know that 
many advertised brands are already so well 
established that they dominate consumer 
markets and make it extremely difficult, if 
not impossible, for other manufacturers to 
offer effective competition. This brand 
dominance may exist without unlawful 
restraint of trade. To the owners of such 
brands, so-called “fair trade” laws grant 
price-fixing powers. These state laws uni- 
formly provide that resale contracts between 
producers, between wholesalers, and be- 
tween retailers are prohibited. In other 
words, there shall be no horizontal combi- 
nation. It is apparently assumed that hori- 
zontal combination is against the public 
interest and vertical combination promotes 
the public interest. From the consumer view- 
point there is no essential difference between 
the two types of combination because the 
primary purpose of each type is the elimina- 
tion of competition. It has never yet been 
explained satisfactorily how a vast hierarchy 
of distributors bound by price-fixing con- 
tracts with terms established at the unre- 
stricted discretion of the manufacturer is 
anything other than a plain, unadulterated 
distribution monopoly. Both consumers and 
opposing retailers can find neither logic nor 
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equity in a system which requires competi- 
tion in production and denies it in distribu- 
tion. 

It is true, of course, that the state price- 
fixing laws provide that the resale contracts 
can be applied only when the subject articles 
are “in free and open competition with 
articles of the same general class produced 
by others.” But this language is of vague 
and uncertain meaning and no state law 
establishes any agency to determine when 
such competition does exist. As now ruled 
by the Supreme Court, the fact of “free and 
open competition” must apparently be estab- 
lished by costly and complicated judicial 
processes. Consumers are aware that such 
contracts may be used to fix the retail price 
of nearly everything they drink, eat, wear, 
or use. They declare that the delegation to 
powerful vertical combinations of the right 
to fix one-half of the final retail price 
constitutes a grant of economic power which 
cannot be vested safely in the hands of 
private parties without complete regulation 
of producers’ and distributors’ prices and 
profits. They insist that there is no wisdom 
in destroying the competitive system of 
marketing merely to enhance the profits of 
drug manufacturers and their allied dis- 
tributors. If we are to discard the existing 
competitive system, the substitute system 
must protect the public interest and such 
protection cannot be achieved without 
governmental intervention. Private monopo- 
lies in distribution as well as in production 
are indefensible and intolerable under our 
form of government. 


* * * 


Such are the main outlines of the case 
against resale price fixing. The movement 
has made considerable headway and it will 
be continued until it is defeated in the courts 
or condemned by public opinion. Teachers 
of marketing can perform a distinct public 
service by exposing its fallacies in the class 
room, in public discussion, and before legis- 
lative committees. 











Fair Trade Legislation Restricting 
Price Cutting 


E. T. GRETHER 
University of California 


PON THE collapse of the N.R.A. there 
U was a significant shift of interest and 
influence in the field of legislative control of 
price cutting from attempts to secure 
Federal legislation to efforts to obtain state 
enactments. The unanimous favorable deci- 
sion of the United States Supreme Court on 
December 7 of 1936 with respect to the 
Illinois and California Fair Trade Laws 
portends further significant development 
along these lines, with the strong possibility 
also of the passage of Federal enabling 
legislation. At the end of 1936 there were 
fifteen states in this country with fair trade 
laws identical with, or closely patterned 
upon, the original statute passed by Cali- 
fornia in 1931 and amended in 1933. These 
states, in addition to California, included 
New Jersey, Oregon, Washington, Iowa, 
Pennsylvania, Maryland, New York, Wis- 
consin, Illinois, Ohio, Virginia, Rhode 
Island, Louisiana, and Arizona. 

In addition to the state fair trade laws 
mentioned above, which legalize resale price 
controls under contract, there are allied 
enactments which are often confused with 
the resale price control laws, partly because 
of considerable similarity in intent but pri- 
marily because these other statutes are com- 
monly also called “fair trade legislation.” In 
this paper, space does not permit a detailed 
presentation of the laws of the various 
states. Fortunately, the general character of 
these “fair trade” acts, other than the re- 
sale price control laws can be shown by a 
brief statement of the California chronology, 
since California has been a pioneer in this 


field. 


THE CALIFORNIA CHRONOLOGY 


In 1913 there was passed in California a 
law entitled “The Unfair Competition Act.” 
The core of this act was a provision declar- 
ing it unlawful to discriminate between dif- 
ferent sections, communities, cities, or be- 
tween different locations in the state by 
selling at a lower rate than justified by 
quality, quantity, or cost differences “with 
the intent to destroy the competition of any 
regular established dealer.” The 1913 
statute was amended in 1931. The 1931 
amended statute was called “The Anti- 
Discrimination Act.” Chiefly, it reiterated 
the 1913 act, made slight modifications in 
the anti-discrimination provision, and pro- 
vided additional penalties.” 

In 1933 two other significant amendments 
were added. In the one it is stated that the 
secret payment or allowance of rebates, re- 
funds or commissions, or unearned dis- 
counts, whether in the form of money or 
otherwise, or secretly extending to certain 
purchasers special services or privileges not 
extended to all purchasers purchasing upon 
like terms and conditions, to the injury of a 
competitor and where such payment or al- 
lowance tends to destroy competition is an 
unfair trade practice.* The second amend- 
ment was much more significant and was 
known at the Sales Below Cost Act.‘ Its 
leading provision prohibited sales below cost 
or the giving away of an article or product 
“for the purpose of injuring competitors and 

* Calif. Stats. 1913, pp. 508-510. Italics added. 

* Calif. Stats. 1931, pp. 1333-5. 


* Calif. Stats. 1933, p. 793. 
* Calif. Stats. 1933, pp. 1280-1. 
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destroying competition.” Cost in the field of 
production was defined as “including the 
cost of raw materials, labor and all necessary 
overhead expenses of the producer”; in the 
field of distribution it was defined as the 
cost “to the distributor or vendor plus the 
cost of doing business by said distributor 
and vendor.” 

The 1913 act with its 1931 and 1933 
amendments was again resurrected in 1935 
and now became the lengthy and well-known 
Unfair Practices Act. The 1935 act 
reiterated the earlier anti-discrimination 
provision as well as the prohibition of secret 
payments, allowances, etc. Its most signifi- 
cant modifications have to do with the sales 
below cost provision. In reiterating the pro- 
hibition of sales below cost, two significant 
additions were made. First, costs were de- 
fined more closely. As applied to produc- 
tion, cost was defined “as including the cost 
of raw materials, labor, and all overhead ex- 
penses of the producer.” As applied to dis- 
tribution, cost was defined as “invoice or 
replacement cost, whichever is lower . 
plus the cost of doing business.” Then the 
“cost of doing business” or “overhead ex- 
pense” was defined “as all costs of doing 
business incurred in the conduct of such 
business and must include without limitation 
the following items of expense: labor (in- 
cluding salaries of executives and officers), 
rent, interest on borrowed capital, deprecia- 
tion, selling cost, maintenance of equipment, 
delivery costs, credit losses, all types of 
licenses, taxes, insurance and advertising.” 
Second, there was a provision that “where 
a particular trade or industry, of which the 
person, firm or corporation complained 
against is a member, has an established cost 
survey for the locality and vicinity in which 
the offense is committed, the said cost 

* Calif. Stats. 1935, pp. 1546-1551. It should be 
noted that all of the prohibitions are limited as in 
the earlier acts to situations where the intent is “to 
prevent competition” (Section 1) or is “for the 


purpose of injuring and destroying competition” 
(Section 3). 


survey shall be deemed competent evidence 
to be used in proving the costs of the person, 
firm or corporation complained against 
within the provisions of this act.” In estab- 
lishing cost, however, invoice cost at forced, 
bankrupt or closeout sales, or other sales 
outside the ordinary channels of trade may 
not be used as a basis for justifying a price 
lower than replacement cost through the 
ordinary channels “unless said article or 
product is kept separate from goods pur- 
chased in the ordinary channels of trade and 
unless said article or product is advertised 
and sold as merchandise purchased at a 
forced, bankrupt, closeout sale, or by means 
other than through the ordinary channels of 
trade, and said advertising shall state the 
conditions under which said goods were so 
purchased, and the quantity of such mer- 
chandise to be sold or offered for sale.” 

Four exceptions are made to the sales be- 
low cost prohibition: 


1. In a bona fide closing out sale, and in the 
sale of seasonal and perishable goods to pre- 
vent loss by spoilage and depreciation. 

2. In the sale of deteriorated goods when 
notice thereof is given to the public. 

3. In the sale by an officer acting under the 
orders of a court. 


4. It is lawful “to meet the legal prices of a 
competitor” in the same locality or trade area. 


One other innovation of the 1935 act is 
peculiarly significant. In Section 10 it is 
stated: ““Any person, firm, private corpora- 
tion, or municipal or other public corpora- 
tion, or trade association, may maintain an 
action to enjoin a continuance of any act 
or acts in violation of sections 1 to 7, in- 
clusive, of this act, and, if injured thereby, 
for the recovery of damages.” It was under 
this section that it was planned to organize 
and police the trades under their respective 
trade associations in California in a manner 
similar in kind to the N.R.A. code pro- 
cedure. 

Thus, the Unfair Competition Act of 
1913, which was directed at price discrimina- 
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tion between purchasers and localities cul- 
minated in the Unfair Practices Act of 1935 
which aimed not only at prohibiting price 
discrimination but also loss leader selling. 
Intermingled with this later modification 
was the feeling that the cure for depression 
markets was a general prohibition of sales 
below cost for the purpose of injuring com- 
petition. For this reason it was written into 
the act that it was an urgency measure “for 
the immediate preservation of the public 
peace, health and safety” and that “the sale 
at less than cost of goods obtained at 
forced, bankrupt, closeout, and other sales 
outside of the ordinary channels of trade is 
destroying healthy competition and thereby 
forestalling recovery. If such practices are 
not immediately stopped, many more busi- 
nesses will be forced into bankruptcy, thus 
increasing the prevailing condition of de- 
pression.” 


DEVELOPMENTS IN THE GROCERY TRADE 
UNDER THE UNFAIR Practices AcT 


In this paper it is impossible to give a 
complete description of developments in the 
state following the passage of the 1935 act 
or a detailed interpretation of all its provi- 
sions. Since tne chief developments have 
occurred in the grocery industry, a brief 
description and elaboration of the experience 
in this field will best illuminate the problem. 

The grocery trade is fairly well organized 
throughout California for operation under 
the act either through separate enforcing 
agencies or in connection with the regular 
retail associations. These associations origi- 
nally closely followed the N.R.A. code pat- 
terns as to form, procedure and assessments. 
The general operating procedure of the as- 
sociations has been; “first, to make inter- 
pretation of the various provisions of the 
act as it pertains to the food and grocery 
industry ; second, see that these interpreta- 
tions are passed on to the industry; third, 
receive complaints of violation; fourth, en- 


deavor by persuasion to amicably settle com- 
plaints; fifth, where this is impossible, to 
prepare and file action through the District 
Attorney’s office.’’* 

Although the stated objectives of the vari- 
ous regulatory bodies involve the regulation 
of trade practices in general, these organiza- 
tions have attempted primarily to curb sell- 
ing below cost. Throughout the state there 
appears to have been the uniform policy of 
using the invoice or replacement cost of 
merchandise plus six per cent as the mini- 
mum lawful base price. It is without doubt 
not accidental that six per cent was em- 
ployed as the mark-up figure, for this is the 
figure also used under the code as the loss 
limitation provision which established the 
floor of the market. Under the code, how- 
ever, the six per cent figure was assumed to 
bear some relation to labor costs; under the 
Unfair Practices Act, full overhead costs 
are supposed to be included. Very few, if 
any, dealers can cover expenses with a six 
per cent mark-up. At the best, this would 
be the margin essential to cover expenses 
only in the case of efficient, limited service 
establishments in the sale of non-perishable 
staple items. In the fall of 1936, the six 
per cent mark-up procedure was dropped 
in the Los Angeles market because of in- 
ability in holding a small number of large 
operators in line and it was replaced by 
merchandise cost as the minimum selling 
price. 

It is still too early for adequate appraisal 


of the possibilities and results in the grocery 


trade under the 1935 act; and very little use 
was made of the earlier laws. The law con- 
tains a large number of terminological diffi- 
culties and it will require a great deal of 
testing in the courts to settle these questions. 
Further, there is some possibility that the 
law may be revised again in the spring of 
1937 by the legislature; hence close predic- 
tion is impossible at present. 


* California Retail Grocers’ Advocate, Aug. 2, 
1935. 





Ae 





THE JOURNAL OF MARKETING 


Under the present wording of the statute, 
it is not clear whether the costs that must 
be included in selling prices are the average 
costs of the dealer or the particular costs 
involved in the sale of individual items or 
classes of items. It would appear that the 
intent of the act is the employment of an 
average cost mark-up. If this interpretation 
is followed, then it seems to the writer that 
the statute will eventually fall of its own 
weight because of the impossibility and dis- 
economy of applying uniform marking rates 
of that height to all items in a dealer’s as- 
sembly. On the contrary, if the individual 
cost interpretation is followed then it may 
confidently be expected that the courts will 
be filled with cost accounting legerdemain, 
even though this interpretation is sounder 
economically. The only reasonable alterna- 
tive that would allow large scale activity 
under the act would be the acceptance by 
the courts of the costs of the most efficient, 
low cost firms as the minimum below which 
selling could not take place ‘“‘for the purpose 
of injuring and destroying competition.” 
This interpretation is reasonable because 
sellers are allowed to meet the legal prices 
of competitors. The burden of proving “in- 
tent to injure or to destroy competition” acts 
as a serious barrier to activity except inso- 
far as the courts accept sales below invoice 
costs, or that plus a low mark-up (as the 
6% grocery figure) as evidence of “intent.” 
It appears from the Superior Court cases 
that the courts may take this point of view. 

Hence, for the time being, as far as the 
basic provisions of the act dealing with sales 
below cost are concerned, an evaluation must 
assume that the act cannot be employed for 
price fixing purposes but merely as a loss 
limitation device. In effect, if not entirely in 
intent and wording, the sales below cost pro- 
visions of the California Unfair Practices 
Act are closely akin to the sales below cost 
measures proposed by the National Food 
and Grocery Conference Committee and 
the National Retail Drygoods Association, 
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since both of these proposals are loss limi- 
tation measures. 


EFFECTs oF Loss LIMITATION LEGISLATION 


The impact of loss limitation devices is not 
so much to destroy loss leader selling entire- 
ly as to moderate it with respect to given 
items. Price cutting firms, presumably to 
gain an equivalent result, would be forced 
to cut a wide array of goods narrowly as 
opposed to cutting a small number of items 
deeply. That is, a readjustment of marking 
rates would be forced with a smaller disper- 
sion. One important aspect of this control 
is that it is then possible to a greater extent 
for small dealers and specialists to use the 
same tactics because of the known depth of 
the market. Without such controls, small 
dealers and specialists often feel that they 
cannot and dare not meet loss leader prices 
because they cannot afford to plunge in as 
deeply as their larger, general line competi- 
tors. Hence they stay out and hope that the 
loss of volume may not be too great. 

A priori, loss limitation devices should 
assist in bolstering the position of smaller 
dealers and specialty firms in our markets. 
This conclusion is derived not only from 
their improved competitive position but also 
from the fact that, administratively speak- 
ing, it is much easier to obtain evidence 
against, and to control, large scale operators 
whose selling activities must be more highly 
public and open. However, one aspect of 
the general influence of loss limitation de- 
vices may be somewhat of a shock to these 
smaller dealers for their effect seems to be 
not only to narrow the dispersion of prices 
but to pull the price level down slightly. 
Insofar as the price level is lowered, the 
small dealers would gain only as their pro- 
portion of the business expanded. Converse- 
ly, the larger cut-rate firms presumably 
should suffer some loss of volume derived 
from loss leader selling. It is possible, how- 
ever, that price cutting firms might be able 
to maintain or improve their competitive 
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positions by bringing a large enough num- 
ber of items down to the minimum in place 
of their former tactics of cutting a small 
number of items deeply. In this case, there 
would be an appearance of price stabiliza- 
tion because of smaller price variations but 
actually an increase in the severity of price 
competition. The scattered evidence that is 
available to date in California points to this 
conclusion. 


Tue DIFFERENCES BETWEEN THE Two 
Types OF Fair TRADE ACTS 


The line of legislation which culminated 
in California in the 1935 Unfair Practices 
Act, is distinguished from the Fair Trade 
Law by the following characteristics: 


1. It has much broader latitude. 

2. It operates horizontally instead of verti- 
cally. 

3. It apparently does not allow price fixing 
per se but merely restricts price discrimination 
and allows the fixing of floors under the mar- 
kets. 

4. It has potential general coverage instead 
of being limited merely to trademarked goods. 

5. It legalizes the activities of trade associ- 
ations in the field of price stabilization. 


THE Fair TRADE Law 


The California Fair Trade Law of 1931 
legalized resale price control in California 
on the basis of voluntary contracts between 
manufacturers and wholesale and retail 
dealers. The 1931 act merely put into stat- 
utory form what had been accepted in the 
state under Supreme Court decisions begin- 
ning in 1909.7 Additional vitality was put 
into the act by the famous 1933 amendment : 

Wilfully and knowingly advertising, offering 
for sale or selling any commodity at less than 
the price stipulated in any contract entered into 
pursuant to the provision of section 1 of this 
act, whether the person so advertising, offering 


for sale or selling is or is not a party to such 
contract, is unfair competition and is action- 


*The two leading Supreme Court cases were 
Grogan v. Chaffee in 1909 (156 Calif. 611, 614; 
105 Pac. 745-747) and Ghirardelli v. Hunsicker in 
1912 (164 Calif. 355; 128 Pac. 1041). 


able at the suit of any person damaged there- 
by.® 


It was this amendment which made possible 
effective operation under the act and which, 
for the most part, was copied by the other 
states and which produced the constitutional 
issue which was resolved by the United 
States Supreme Court. Without the coercive 
power of the 1933 amendment, resale price 
control in California was relatively little 
more important than it was before the 1931 
law was promulgated. 


THE INFLUENCE OF THE DEPRESSION 


Although the organized demand for resale 
price control goes back into the last century 
in the United States and in other industrial- 
ized nations, the depression gave the move- 
ment its greatest impetus, especially among 
retailers. Glutted markets inevitably and 
properly produced a great amount of price 
cutting. Price cutting and the loss of volume 
threw the country into the frantic condition 
out of which appeared the N.R.A. and many 
other control schemes. The movement for 
fair trade legislation shared in this general 
surge for some sort of control. 

The writer has made a number of price 
studies in the retail drug trade in California 
to discover price conditions as reflected in 
advertising in the trough of the depression, 
i.e., the spring of 1933. In these studies com- 
parisons were made between advertised 
prices in 1933 with minimum contractual 
prices in 1934 on items which had gone 
under the control of fair trade contracts in 
1934. Space does not allow a complete de- 
tailed summary of the results in this paper. 
The tabulation on p. 349 depicts the general 
summary picture by size of towns. 

It will be noticed that in the metropolitan 
centers advertised retail drug prices in 1933 
averaged approximately 75% of the 1934 
minimum contractual prices and that this dis- 
parity on the whole (with the exception of 


* Calif. Stats. 1933, p. 793. 








=n ee aAaaeeartNhhnynr ! 


~~ rm mae 


rh 























THE JOURNAL OF MARKETING 349 
Percentage of | Percentage of 
average average Percentage of 
actual stated actual 
City or town Pp ral “ of we prices to prices to prices to 
oputation proeucts ee average the con- contractual 
stated tractual prices 
prices® prices® 
Los Angeles 1,238 ,048 210 966 57.87 131.22 75.31 
San Francisco 634 ,394 134 706 57.58 130.41 74.53 
Stockton 47 ,963 110 271 63.70 123.63 78.50 
Santa Barbara 33 ,613 76 283 58.20 130.84 75.40 
Riverside 29 ,696 53 98 61.44 122.05 74.72 
Modesto 13 ,842 68 264 $3.37 125 .84 69 .46 
Visalia 7,263 64 270 77.67 122.70 96.41 
Corona 7,018 20 25 68 . 23 125.17 85.53 
Martinez 6,569 23 34 3.38 119.85 84.85 
Turlock 4,276 28 41 63.57 131.06 87.44 
Exeter 2,685 22 31 84.00 123.85 103 .65 
Dos Palos Under 1,000 27 43 73.57 118.53 87.10 























Modesto) became less as one moved from 
the larger centers into rural areas. It was 
price conditions such as these that brought 
the hordes of small dealers into the active 
support of the N.R.A. code procedure as 
well as into full cry for fair trade legisla- 
tion. It should be noted that since these price 
quotations are from advertised prices in 
newspapers, they reflect almost entirely the 
prices of cut-rate and chain store institutions. 
The wider variation between the stated (i.e. 
alleged) prices and the actual prices repre- 
sents merely the extravagance of the claims 
of the advertisers in their comparative 
value appeals. Much of this type of appeal 
is now absent from advertising following 
the passage of an act in 1935 making it a 
misdemeanor to make false price claims in 
advertising. 


THE RetaliL BASIS OF THE MOVEMENT 


The N.R.A. experience whetted the appe- 
tites of the majority of members of the 
retail trade for some form of control. In 
addition, it gave them a pattern upon which 
to build organizational effort. The writer has 
an unpublished survey of the experience and 

*The stated price is the price from which the 


advertiser alleged he was cutting; the actual price 
is the price at which he was selling. 


attitudes of the retailers in all the major 
retail lines in the San Francisco Bay region 
in relation to attempts at price stabilization 
during and following the N.R.A. period. 
Small dealers overwhelmingly were in favor 
of some form of price stabilization. 

The prime reason for the success of the 
recent movement for resale price control 
was the organizational strength demon- 
strated by retailers, especially in the drug 
trade. There appears to have been a funda- 
mental shift since the early period of agita- 
tion for resale price maintenance, when 
manufacturers were the chief effective pro- 
ponents, to the recent period in which the 
heaviest pressure (at least in California) 
emanated from the retail groups, aided and 
abetted closely by most of the wholesalers 
and often against the apathy or resistance 
of manufacturers. It is true that a consider- 
able number of manufacturers were active 
partisans or sympathetic; yet many were 
dubious about the whole business or were 
lending support only because of organized 
pressure upon them. This state of affairs is 
peculiarly significant in relation to the recent 
decision of the United States Supreme 
Court. Mr. Justice Sutherland in delivering 
the opinion of the Court leaned most heavily 
upon the argument that “the primary aim 








of the law is to protect the property—name- 
ly, the goodwill—of the producer, which he 
still owns. The price restriction is adopted 
as an appropriate means to that perfectly 
legitimate end, and not as an end in itself.” 
Yet there are many manufacturers of trade- 
marked goods that neither wish this “protec- 
tion” nor wish the burden of investigation, 
policing, etc., which effective resale price 
control demands. In fact, the losses trace- 
able to boycotts with the intent of forcing 
action under the laws, are often probably 
greater than those arising from unorganized 
price cutting and attempts at substitution. 
As long as resale price control had no stat- 
utory base, unfriendly and lukewarm manu- 
facturers were often able to evade the issue 
by claiming that attempts at price stabiliza- 
tion were unlawful. The closing of this easy 
exit will force many manufacturers to face 
the dealers’ demands. 


Tue EFFects OF RESALE PRICE 
MAINTENANCE UPON TYPES OF 
OPERATORS 


During the past generation a large polemi- 
cal literature has appeared concerning the 
presumed theoretical effects of resale price 
maintenance. The experience in California 
to date to some extent provides a factual 
basis for verifying or disproving some of 
the theoretical pros and cons. 

The first general question that can be an- 
swered to some extent is the effect of resale 
price maintenance upon the competitive po- 
sition of the various types of operators in 


the market. Since the greatest development 


has occurred in the drug trade, experience 
in this field will be used to illuminate this 
and other problems. Unfortunately, the full 
effects upon the competitive position of the 
various classes of market factors will show 
themselves only as the period of experience 
lengthens much beyond the recent brief in- 
terval. Hence, the conclusions reached must 
be considered as tentative. 

There seems little reason to doubt the 





350 THE JOURNAL OF MARKETING 


conclusion that resale price control, in the 
short period since its operation, has im- 
proved the position of the great mass of 
smaller dealers. Retail margins on contrac- 
tual drug items in 1934 already averaged 
31 per cent as a minimum.’ That is, retail- 
ers have been guaranteed minimum margins 
which approximate their average operating 
expense figure. More significant than this 
guarantee, is the fact that these prices tend 
to become uniform between stores and hence 
much of the incentive for patronizing cut- 
rate and larger downtown metropolitan 
stores has disappeared as far as these items 
are concerned. Thus, there has been some 
shifting of business to the smaller stores, 
at the expense particularly of the cut-rate 
stores. 

Conversely, the competitive position of 
the lower price and lower cost, cut-rate in- 
stitutions has been weakened in the sale of 
nationally advertised merchandise. Whether 
these institutions will be able to overcome 
this competitive handicap is not clear as yet. 
They are employing four policies to 
strengthen themselves: (1) pushing the 
standard lines that are not controlled; (2) 
featuring lines that are not well known; 
(3) pushing their own or other private 
brands; (4) using non-drug merchandise 
for loss leader purposes. The assumption of 
the organized retail druggists is that these 
devices will not recoup the losses on con- 
trolled items; hence, there will have been a 
relative decline in the competitive position 
of cut-rate firms. Some of the stronger cut- 
rate houses feel confident that they will be 
able to establish their own private brands, 
if necessary. A number of these firms have 
already built a considerable volume under 
their own labels. Factors of inertia must 
also be considered; a large portion of the 
business attached to these stores may be ex- 
pected to adhere to them for a considerable 


* At present, the writer is computing the mini- 
mum and maximum margins on the 3150 drug items 
on the published list of August, 1936. 
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period, perhaps long enough to become ac- 
customed to the wider use of private brands. 

From a long run standpoint, it seems that 
the large, well established drug chains should 
gain most from resale price control. By sell- 
ing controlled goods at minimum prices they 
are able to build a reputation for selling 
these items at lowest prices ; in addition, they 
have the reputation, prestige and a large 
enough number of outlets for pushing their 
own private lines. As large institutions they 
are able to employ mass advertising media 
and are able to establish their own lines 
much more effectively than individual small 
dealers." 

The effects upon department stores should 
vary with the class of business and the type 
of clientele. It is doubtful whether the 
volume of sales of the upper middle class 
stores will be greatly affected. The lower 
class stores have the same problems of the 
cut-rate drug stores; that is, they are forced 
to push non-controlled goods and their own 
brands. In addition, they are in a strong po- 
sition to feature non-drug merchandise for 
loss leader purposes. A well-established de- 
partment store should be able to build its 
own brands more effectively than the inde- 
pendent specialists if it so desires. 

Unless the retail trade finds it possible 
to introduce effective controls through its 
associations, it is quite possible that what- 
ever gains small dealers achieve through 
price control may be dissipated through an 
influx of new dealers and by an increase 
in costs as competitive services expand. 
Guaranteed margins and stabilized condi- 
tions are strong magnets to new enterprises. 
In the drug trade, of course, professional 
and legal requirements act as barriers to a 
rapid expansion in the short run. In other 
lines, the problem would be much more seri- 


"This prediction for the United States is sup- 
ported by the extraordinary success of the Boots 
Pure Drug Company of Great Britain, after more 
than a generation of price control. For details see 
Grether, Resale Price Maintenance in Great Brit- 
ain, pp. 307-310. 
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ous if price control became general and 
effective.’? 

Wholesalers, on the whole, should gain 
or lose with the smaller, independent deal- 
ers upon whom they depend. Their recog- 
nition of this situation was evidenced for 
the most part in their hearty cooperation 
with the small dealers in the campaign for 
the fair trade law. The chief uncertain factor 
is the private brand aspect of the problem, 
since many wholesalers are pushing their 
own labels and often have considerable con- 
trol over retail outlets. The policies of manu- 
facturers with respect to direct selling would 
be influential in determining the attitude of 
wholesalers towards national brands. For 
the time being, it appears that wholesalers 
have gained through some decrease in direct 
selling as well as through the improvement 
in status of smaller dealers. 

The positions of manufacturers of well- 
known advertised brands vary with the 
peculiar factors surrounding each firm. The 
fair trade law definitely injured some manu- 
facturers who aroused the ill-will of dealers 
to the point of boycott. Some of those who 
cooperated appear to have gained some in- 
crease in volume although it is difficult to 
establish the facts. In the short run a portion 
of these gains may be offset by: (1) the 
expense of policing; (2) some loss of sales 
due to retail price increases ; (3) wider mar- 
gins given dealers. In the long run the chief 
threat to manufacturers arises from private 
brands, especially if they over-price their 
merchandise or give dealers unduly wide 
margins. The results obviously are bound to 
be highly variable, depending upon the par- 
ticular factors and policies surrounding each 
firm. 

Errects Upon CONSUMERS 


Finally, there is the problem of the im- 
mediate and eventual effects of resale price 
control under the fair trade act upon con- 
sumers. Too frequently in the past, it has 


"For examples of restrictive procedures em- 
ployed in Great Britain see ibid. pp. 319-22. 
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been assumed that resale price control would 
be general, if legalized. In the intrinsic na- 
ture of such schemes, there are definite re- 
sistances which make them inapplicable in 
an effective way to the majority of goods 
sold at retail. Not only are they limited to 
trademarked, differentiated goods, but many 
branded goods do not lend themselves under 
present conditions to effective control on 
the part of manufacturers, In this respect 
the vertical price fixing procedure of the) 
Fair Trade Law has much more limited! 
scope than the horizontal loss limitation pro- 


cedure of the Unfair Practices Act.* To. 


date resale price control under the Califor-, 
nia Fair Trade Law has become an effective 
force only in the sale of drugs, cigars; 
liquors, stationery and office supplies and 
photographic supplies. By far the most effec- 
tive usage has been in the drug: business. 
Beyond the above lines there has been some 
small experience in the sale of radios, gro- 
ceries, and a few household items and some 
discussion in other fields. In addition, there 
are a small number of lines that would use 
fair trade contracts, if deemed essential to 
stabilize the trade, as for instance, the book 
business. Hence, whatever -consumer effects 
there are must be examined in only a minor 
portion of the field of consumers’ goods. 

Within the area of employment, the perti- 
nent problem is the impact of guaranteed 
dealer margins upon the prices of consum- 
ers’ goods. To grapple adequately with this 
problem, it is necessary to break it up into 
three parts: viz, the effects upon (1) the 
general level of prices; (2) prices in the 

* For more detail on this point and for practical- 
ly all points discussed in this paper, see Grether, E. 
T., “Experience in California with Fair Trade Leg- 
islation Restricting Price Cutting,” California Law 
Review, Vol. XXIV, No. 6, Sept. 1936, pp. 640-700. 
Also, see pp. 187-294 in “Restriction of Retail 
Price Cutting With Emphasis on the Drug Indus- 
try,” Work Materials No. 57, N.R.A., Division of 
Review, March, 1936. This section of this study 
was prepared by the writer in December, 1935, and 
represents a collection of evidence concerning, and 


an interpretation of developments in California to 
that period. 


various market strata; (3) individual prices 
and margins. In this instance, as above, the 
evidence which is employed was obtained 
from the experience in the drug business. 
Whether the general level of prices (i.e. 
the average of all prices) is higher or lower 
depends upon (1) the width of the margins 
guaranteed dealers; (2) the degree to which 
any expansion of margins to dealers is de- 
rived from higher prices or out of the mar- 
gins of the other market intermediaries ; (3) 
the degree to which guaranteed margins on 
items that were often sold at a loss lead to a 
readjustment of margins, once the burden 
of subsidization is off the other items in a 
dealer’s assembly and when competitive 
price pressure shifts to uncontrolled items. 
The evidence assembled by the writer indi- 
cates that the general level of prices is little 
different under conditions of resale price 
control by contrast with conditions outside 
the controlled area. This result, startling 
as it may seem, is derived apparently from 
the following conditions: (1) Manufactur- 
ers resist the pressure of dealers for unduly 
high margins because they realize that there 
is a connection between their level of prices 
and sales; (2) there is still the horizontal 
competitive pressure of other brands and of 
private brands and of substitutionary lines; 
(3) although the pressure of the organized 
bargaining of dealers may lead to an ex- 
pansion of realized dealer margins, it at 
times is at the expense of the margins of 
manufacturers or other intermediaries—as 
wholesalers. This vertical bargaining influ- 
ence is one of the most interesting aspects 
of resale price control under fair trade laws 
from the standpoint of economic theory. 
The monopolistic control of the manufactur- 
ers of branded goods now is opposed by the 
monopolistic demands of organized com- 
binations of dealers. (4) There is a consider- 
able readjustment of marking rates in deal- 
ers’ assemblies leading to some offsetting 
reductions on uncontrolled items. 
However, in modern stratified consumer 
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goods markets, the analysis of effects upon 
the general level of prices is not only difficult 
but necessarily involves a considerable ele- 
ment of misconception, since it replaces the 
actual complex situation with an abstraction 
derived from a process of averaging. More 
adequate appraisal is derived from the 
effects of resale price maintenance upon con- 
summers in the various market strata. On this 
basis, it appears at once that those consum- 
ers who patronized low cost and cut-rate 
drug stores are being forced to pay higher 
prices on the goods under control. It will 
be recalled that advertised prices on con- 
tractual items in Los Angeles and San Fran- 
cisco in 1933 were 75 per cent of 1934 fair 
trade prices; i.e. prices rose one-third on 
these items from the 1933 base. However, 
this evidence is not conclusive as to the total 
situation for it (1) reflects only advertised 
prices; (2) there is no way of making an 
allowance for prices on shelf goods not ad- 
vertised ; (3) it is possible that some of the 
advertising was of the “bait” variety, i.e., 
not supported by adequate stocks; (4) there 
was a general movement upward as business 
improved. In spite of these allowances, there 
can be no doubt that consumers on this level 
were forced to pay higher prices. The only 
offsetting factors for them would arise from 
(1) lower prices on uncontrolled goods, if 
marking rates were readjusted; (2) lower 
prices on private brands; (3) a decline in 
contractual prices as the system matured. 
The first two factors are definitely effective 
although the lower prices for privately 
branded goods are probably offset to a con- 
siderable extent in the consumers’ minds by 
the absence of the imponderable element of 
“reputation.” From the standpoint of the 
possible decline of the contractual prices 
once the system is established, it is interest- 
ing to note that there was a decline of 2.45 
per cent between 1934 and 1936 in Califor- 
nia on items under contract at both periods. 

When one moves from the stratum of the 
customers of cut-rate metropolitan institu- 
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tions to the patrons of independent service 
stores and out into rural areas, the effects 
of resale price control appear decidedly 
different. The tabulation of advertised prices 
showed that advertised prices on the whole 
were on a higher level in outlying, smaller 
communities. Hence, the initial price in- 
crease in these markets would not be so 
large when these items went under control. 
Likewise, it appears that typically, the 
smaller service, independent dealers were 
not competitive in their pricing policies but 
held their quotations considerably above the 
advertised level of cut-rate stores. The writ- 
er has made a number of comparative 
studies in various parts of California of the 
prices of drug products in independent serv- 
ice drug stores before and after the issuance 
of fair trade contracts. In the main these 
studies showed that prices in these stores 
were either slightly lower or approximately 
the same after they became controlled by 
manufacturers. Thus, it appears that the 
relative position of consumers who patronize 
smaller, independent drug stores, especially 
neighborhood stores, is little changed, per- 
haps slightly improved under resale price 
control. 

Finally, there is the impact of price con- 
trol upon individual prices. The evidence 
collected by the writer points to an extremely 
interesting and significant conclusion. Even 
where the level of prices in controlled and 
uncontrolled markets was approximately the 
same, and controlled 
markets where the general level was almost 
identical, there were commonly wide varia- 
tions for individual items, both in selling 
prices and in dealer margins. Thus, resale 
price control by replacing the local effects 
of the horizontal competitive supply and de- 
mand forces within each market by arbitrary 
controls derived vertically and often from 
an exterior point, produced individual re- 
sults quite different from those that would 
have been effective otherwise, even though 
the general level of prices and margins was 


likewise between 
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approximately the same. It follows, that 
consumers of individual items would gain 
or lose in the purchase of these items in ac- 
cordance with the peculiar results in each 
market. 

GENERAL OBSERVATIONS 


In conclusion, a few general observations 
force themselves out of the review of ex- 
perience under fair trade legislation. Gen- 
eral horizontal loss limitation statutes and 
the fair trade statutes legalizing resale price 
control vertically are not the ideal theoreti- 
cal procedures for removing unfair price 
practices from retail markets. The theoretic- 
ally ideal procedure would be flexible and 
infinitely variable and would not freeze the 
price expression of supply and demand 
factors in local markets. 

A variable and flexible procedure would 
allow the peculiar conditions in each trade 
to reflect themselves in the prohibition of 
the particular price practices which could be 
demonstrated as unfair in the trade. Space 
does not allow the discussion here of the 
nature of such a procedure. Suffice it to say 
that if such a policy and procedure were in 
operation it would (1) undercut most of the 
illegitimate basis for the demand for price 
control while giving expression to legitimate 
complaints; (2) not lead to definite price 
fixing. Very likely, the list of demonstrably 
unfair price practices for most trades would 
be a short one. 


Among the generalized procedures, the 


fixing of low loss limitation floors to retail 
markets is sounder than resale price main- 
tenance for the former does not produce 
price fixing; it merely narrows the range of 
price variation in the market and tends per- 
haps, to pull down the general price level 
slightly. However, resale price control in- 
trinsically does not possess the power for as 
much social damage as is often assumed for 
(1) it has a relatively limited range of appli- 
cation; (2) there are a number of strong 
competitive threats and checks to its abuse; 
(3) it appears to influence the general retail 
price structure very little, except insofar as 
it enforces higher prices on controlled items 
in cut-rate institutions; (4) there appear 
to be important compensatory influences 
that in the long run should offset much of 
the initial handicap upon cut-rate dealers. 
If it should appear in the future that these 
compensatory factors are not sufficiently 
powerful and that manufacturer-wholesaler- 
retailer vertical relations become tinged 
more strongly with monopolistic controls 
and lead to higher price levels, then Ameri- 
can business will have prepared the finest 
kind of soil for the consumers’ cooperative 
societies. Consumers’ societies could ask 
nothing better of their competitors than 
guaranteed margins and a price level stabi- 
lized above the costs of efficient operation."* 

“The writer plans within a year to publish a 
monograph summarizing the results of research 


concerning experience in California with fair trade 
legislation. 
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Distribution Taxes from the Business 
Man’s Point of View 


C. O. SHERRILL 


American Retail Federation 


Eprtor’s Note: This article and the one which fol- 
lows deal with that most irritating subject of taxa- 
tion. Sherrill discusses the broad field of taxes that 
are related rather directly to distribution activities. 
Jacoby considers questions pertinent to one special 
form of taxation. Of course there is no one “right” 
amount of money for government to use in total, 
and no one “right” way for government to obtain 
the amount agreed upon. Perhaps, however, these 
two articles will stimulate some further construc- 
tive consideration of the problems involved. 


A CLASSIFICATION OF TAXES 


mM" oF the taxes levied by our govern- 
ments—federal, state, county, and 
local—can be classed as taxes on distribu- 
tion. They enter into the process of distri- 
bution, they contribute to its cost, or they 
are withdrawn from its profits somewhere 
along the line between production and con- 
sumption. These taxes are levied on such 
widely differing transactions and commodi- 
ties that they seem to have a varied and 
kaleidoscopic nature. When, however, the 
reasoning behind their existence is ex- 
amined, they become much simpler to under- 
stand. They can be divided into two main 
groups, taxes imposed for revenue and taxes, 
which, although they also produce some 
revenue, are intended primarily to serve as 
an instrument of control. 


For Revenue 


Taxes imposed for revenue can be further 
divided into four classes. First are specific 
taxes levied in order to provide specific serv- 
ices. Illustrations of this type are taxes for 
water, sewer, Board of Health, sanitary in- 
spection, taxes for the poor, and many 
others. Second are the taxes on specific 
classes of commodities for services to be 


rendered. Examples of this type are taxes on 
gasoline and motor fuels and automobile 
registration. The revenue from this type is 
intended to go back to the taxpayer in the 
form of road improvements and safety de- 
vices. Third are general taxes for revenue. 
Illustrations of this type are state and fed- 
eral income taxes and state and local prop- 
erty taxes. Unlike the first and second 
classes, these general taxes do not spring 
from the need for specific services but are 
based instead on the ability to pay. Fourth 
is the tax on a specific class or commodity 
for general revenue. The most common ex- 
amples of this type of taxes are excise taxes, 
such as those on tobacco and liquor, and 
sales taxes. This fourth class rests neither on 
ability to pay nor on service rendered or to 
be rendered. It is simply an easy, cheap, 
and supposedly painless way of raising 
money. 


For Control 


Taxes for control are of two varieties: 
(a) those which exert an influence in the 
public interest and (b) those which exert 
an influence inimical to one group and favor- 
able to another. Examples of the first are 
the heavy taxes on phosphoric matches so 
as to stop their manufacture in the interest 
of public health, and the taxes on undis- 
tributed profits to compel the shifting of 
expenditures from capital goods to con- 
sumptive goods. The second kind is illus- 
trated by the taxes on oleomargarine which 
favor the manufacturer of 
products. 

Depending on the point of view, taxes on 
chain stores are of either the first or the 


competitive 


355 











356 


second form. When a large proportion of 
the population feels that in spite of lower 
prices and more efficient distribution, the 
elimination of middlemen and traditional 
forms of distribution has become a social 
evil, the tax on chain stores can be regarded 
as a tax to control a business in the public 
interest. If, on the other hand, the success 
of chain stores in competing with traditional 
forms of distribution or their success in 
keeping agricultural prices down is consid- 
ered, it is possible that they have been made 
the victims of an articulate minority, and 
have been taxes for competitive purposes. 
The latter view is supported by the appear- 
ance of the chain-store tax primarily in the 
agricultural states. The justice and the 
effects on the returns to taxpayers of all of 
these forms of taxation must be postponed 
for consideration later in this memorandum. 


THe NUMBER AND SIZE OF TAXES 
The Number of Taxes 


The number of the taxes imposed is 
legion. The federal government uses various 
forms of income tax, both personal and cor- 
porate, with surtaxes, taxes on undistributed 
profits, taxes on excess profits, capital stock, 
stamp taxes, taxes on conveyances, taxes on 
produce sold for future delivery. All these 
are direct taxes; that is to say, everybody 
knows when they are paid. In addition there 
are excise taxes on tobacco, excise and li- 
cense taxes on liquor, taxes on transporta- 
tion, communication, admission, taxes on 
food and drinks sold in night clubs; taxes 
on gasoline in every stage of production and 
distribution range from taxes on the crude 
oil producers to the sales tax paid by the 
consumer at the filling station. There are 
excise taxes on more than forty different 
commodities, from matches to automobile 
chassis, It is safe to say that there are more 
than sixty federal taxes on distribution.' 


*Treasury Department, Division of Research 
and Statistics, Release 8/28/36. 
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Federal taxes are much smaller in num- 
ber and, as we shall see later, in size than 
taxes imposed by state, county, city, and 
town. It is impossible to do more than esti- 
mate the exact number of taxes imposed by 
these smaller political units without going 
into the minutest details, because every state 
and every subdivision has not only its own 
method of collecting rev-nue but also its own 
system of nomenclature. It is conservative, 
however, to say that for every federal tax 
on distribution there are at least ten non- 
federal taxes. A few forms of state and local 
taxation may be mentioned to give an idea 
of their coverage and scope. 

Each state and minor political unit im- 
poses some form of property tax, both real 
and personal. Personal property taxes rest 
relatively heavily upon the distributor whose 
personal property consists largely of his in- 
ventory which is in full view of the tax col- 
lector, while stocks, bonds, and other in- 
tangibles are hidden away in vaults and, 
unseen, are not assessed. 

Thirty states impose an income tax, per- 
sonal and corporate.? Twenty-three states 
impose an excise tax on tobacco. Every wet 
state imposes some form of excise tax or 
license tax, or both, on the manufacture and 
sale of alcoholic beverages. Every state col- 
lects a tax on the retail sale of gasoline. 
Every state has an organization and entrance 
tax, and almost every state imposes some 
sort of franchise tax. Every state taxes some 
public utilities and most states tax them all. 
Every state imposes some form of contract 
and common carrier tax. Twenty-two states 
impose taxes on oleomargarine, and many 
states require wholesale and retail license 
fees to sell this product in addition to the 
excise tax. At the end of 1935 twenty-four 
states had taxes on chain stores, and four 


of these imposed a chain-store sales tax in 


? All the facts in this paragraph except those for 
sales taxes, came from “Tax Systems of the 
World,” prepared by the Tax Research Foundation 
and published by the Commerce Clearing House, 
Section 2, pages 84-231. 
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addition to the tax on the number of the 
stores or the counters operated. Since that 
time some of these taxes have been repealed 
or adjudged invalid by the courts, especially 
the sales taxes, but there are still many states 
which tax the chains and proposals for more 
of these taxes are continually arising. 
Twenty-two states impose a sales tax of one 
kind or another, each with widely differing 
rates, regulations, and exemptions.* 

County and local taxes swell the ever 
mounting total. There are licenses of all 
sorts and taxes for water, sewers, roads, 
schools, poor relief, the Board of Health, 
sanitary inspection, signs, motor vehicles, 
and occupations. The following table, com- 
piled by the Institute of Distribution and 
published in a booklet called “The Rising 
Tide of Hidden Taxes,” shows the number 
of taxes imposed. 


— 

ScS So8 828 & 

FEks ERS EQS WW 

2S FSH Fst 

= 2.2 8€& 
POGCTEl .... 0 ccccs 14 16 17 47 
OI ates ice Sim 157 41 31 229 
0 ae 93 5 3 101 
a eer 205 34 32 271 
ES iictesauce 469 96 83 648 


The grand total is 648. The Institute of Dis- 
tribution adds: “There are of course dupli- 
cated taxes in this total, because the manu- 
facturer and wholesaler involved happen to 
use more than one location and the whole- 
saler and retailer carry a number of different 
lines. However, 177 of the 648 are undupli- 
cated in the case of the typical item selected 

. not counting hidden taxes paid by car- 
riers or service corporations.” This of course 
is an extreme case. Other items examined, 
however, show an astonishing number of 
taxes accumulated through the course of 
distribution. The Pennsylvania Economy 
League, for instance, listed 126 taxes on a 


*“Sales Taxes, A Digest of Each State Law,” 
American Retail Federation, 11/18/36. 
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pair of shoes, 125 taxes on a woman’s dress, 
57 taxes on a quart of milk, and 53 taxes on 
a loaf of bread.* 

These are hidden taxes, but they may be 
taken as a fair representation of the total 
because taxes quickly become hidden. A di- 
rect tax on the manufacturer becomes a hid- 
den tax on the wholesaler, on the retailer, 
and so on. 


The Size of Taxes 


Only a general picture of the size of taxes 
on distribution can be presented. Different 
methods of accounting and reporting and 
different standards and classifications in the 
different political units make an exact pic- 
ture practically impossible. The unincorpo- 
rated proprietors who pay federal income 
taxes are not segregated by the Bureau of 
Internal Revenue, so that their tax pay- 
ments cannot be separately determined. 
There are, however, adequate figures about 
taxes paid by corporations and they are sub- 
divided by the type of business which they 
do. The Bureau of Internal Revenue classi- 
fication of “trade corporations” covers both 
wholesale and retail trade and gives a good 
idea of part of the taxes on distribution. 
These figures include only the taxes paid by 
trade corporations and do not include manu- 
facturers’ excise taxes and other taxes en- 
tering into manufacturers’ costs, which are 
passed along to the distributor. Neither do 
they include sales taxes on gasoline and 
similar taxes. 

In 1928 trade corporations paid in federal, 
state, and local taxes an amount equal to 26 
per cent of their net profits before taxes.° 
This figure rose to 31 per cent in 1929 and 
to 132 per cent in 1930. Trade corporations 
as a whole made no net profits in 1931 and 
1932, but the taxes went on; especially the 


* Pamphlet 
League. 

* Ratios computed by the National Industrial 
Conference Board, from data secured from “Fed- 
eral Corporation Income Tax Returns,” Bureau of 
Internal Revenue. 


by The Pennsylvania Economy 
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state and local taxes. In 1933 the taxes were 
127 per cent of net profits. 

What part of these taxes were federal 
and what part were non-federal? As the 
figures are analyzed we see that the largest 
part of the taxes were collected by the state 
and local governments. Thus, in 1928* the 
ratio of state and local taxes to net profits 
before taxes was 16 per cent. In 1929 it was 
20 per cent; in 1930 it was 102 per cent; in 
1933 it was 96 per cent. It is plain that fed- 
eral taxation takes occasional uncomfortably 
large bites, while state and local taxation 
nibbles unceasingly until it has taken away 
much more than the federal taxation. 

This shows a clear picture of the direct 
taxes levied on distribution by federal and 
non-federal taxing agencies. The direct 
taxes, however, are only a part of the whole. 
The indirect taxes, including the excise taxes 
and the rest, account for a large part of 
the total. Practically all indirect taxes are 
taxes on distribution and enter somewhere 
into the costs of distributors. The follow- 
ing table gives the federal receipts from di- 
rect and indirect taxes from 1929 to 1935 
and estimates the receipts for 1936 and 
1937.7 


As expected, the proportion of total reve- 
nue obtained from indirect taxes rises dur- 
ing depression years because income taxes 
drop off more sharply than indirect taxes. 
Throughout, however, a trend appears to- 
wards an increasing proportion of indirect 
taxes. Excluding the unconstitutional 
A.A.A. taxes and other processing taxes also 
unconstitutional, the returns from indirect 
taxation show a steady increase which can- 
not be explained fully as the result of rising 
prosperity. State and local tax figures are 
not as easy to get, nor are they as recent 
as federal figures. 

In the states, however, the figures are re- 
cent enough and complete enough to show 
the same trend.® States are relying more and 
more on indirect taxation as a form of reve- 
nue. In 1930 state governments received 
183.4 millions from state and inheritance 
taxes, 240 millions from income taxes, and 
345 millions from property taxes, a total 
of 768.4 millions. In the same year they re- 
ceived 470 millions from gasoline taxes, 355 
millions from motor vehicle registrations 
and licenses, 12 millions from tobacco ex- 
cises and licenses, 1.2 millions from sales 
taxes, and 0.2 millions from liquor taxes. 























— Direct taxes Per cent of Indirect taxes Per cent of 
(in thousands) total revenue (in thousands) total revenue 
1929 $2,393,171 67 .6 $1,146,749 32.4 
1930 2,475 ,029 68 .3 1,148 ,995 31.7 
1931 1,908 ,119 68 .0 898 , 240 32.0 
1932 1,104,179 58.6 779 ,998 41.4 
1933 781,102 41.8 1,089 , 240 58.2 
1934 1,063 ,091 35.6 1,922,142 64.4 
1935 1,410 ,372 38.7 2,234,006 61.3 
1936 1,820 ,000* 49.5 1,854,900 50.5 
1937 2,938 ,400> 59.5 1,996,114 40.5 





® Includes 33,000 railroad retirement taxes. 


> Includes 101,600 railroad retirement taxes, and 433,200 social security taxes. 


® Ibid. 

* Editorial Research Reports, “Federal Taxes on 
Consumption,” Vol. 1, April, 1936, page 293. 1936 
and 1937 estimates computed to eliminate uncon- 
stitutional processing taxes, and bituminous coal 
tax. 


* All figures in this paragraph and the two im- 
mediately following are taken from “Collections 
from Selected State-Imposed Taxes, 1930-1936,” 
except figures for general property taxes, which 
are taken from “Statistical Abstract of The United 
States, 1935,” page 204. 
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The total of the indirect taxation, 839.2 
millions, is 9 per cent larger than the total 
of 768.4 millions from direct taxation. 

The reports of general property tax re- 
turns by states for 1935 are not yet avail- 
able. These returns, however, are bound to 
remain fairly constant, because property 
taxes are collected by county and local au- 
thorities who pass along a small portion of 
the proceeds to the state government, and 
because the revenue is derived mostly from 
taxes on real property, with the towns and 
counties absorbing any increase which re- 
sults from an increased rate. It is safe, there- 
fore, to assume that revenue from property 
taxation has remained constant or has de- 
clined only a little. 

In 1935 state collections from inheritance 
and estate taxes were 100 millions; from 
income taxes, 164 millions. Adding to these 
the 1930 figure for general property taxes of 
345 millions, a total is reached of 609 mil- 
lions from direct taxation in 1935. In the 
same year gasoline taxes amounted to 589 
millions, automobile registrations and _ li- 
censes to 320 millions, sales taxes to 284 
millions, liquor taxes and liquor store profits 
taxes to 166 millions, and tobacco to 28 
millions, a total of 1387 millions. In this 
summary the indirect taxes amounted to 
more than twice the direct taxes. 

The bulk of the revenue derived from 
county and local taxation comes from direct 
taxation. Therefore, although direct taxes 
amount to a formidable part of the total tax 
bill, they need not be discussed here at length 
or in detail, since, at least in principle, they 
fall equally on producers, distributor, and 
consumer. To be sure, as noted above, the 
business man whose property is largely in 
inventory pays taxes on an amount which is 
probably closer to the true total value of his 
property than the business man whose assets 
are not in plain sight. It is worth while to 
record the amount reached by these property 
taxes. In 1932 total county receipts from 
taxation were 1020 millions, and from gen- 





359 


eral property taxes the return was 877 mil- 
lions. In the same year city, town, and other 
local units collected 2251 millions in taxes, 
and of this amount, 2057 millions came from 
property taxes.® 

We said above that in spite of the increase 
of taxes as a result of increasing prosperity, 
it is hardly likely that the taxes which were 
called into being by emergencies will be 
dropped. The increase of government ex- 
penditures over a period of years gives some 
indication of the reasons why governments 
—federal, state, and local—are so hungry 
for new forms of revenue. It is not fair to 
use figures from an era in American history 
so far removed from our present mode of 
economic and social living as 1880, but it is 
interesting to note that since that time fed- 
eral taxes have increased about a thousand 
per cent and non-federal taxes about 5500 
per cent.’ A much more useful period for 
our purposes is the period between 1912 and 
1932. The following table shows the per 
capita comparison of government receipts, 
expenses, and debt during these two decades. 
This table shows that all governments have 
increased their spending. The state govern- 
ments show the greatest increase. The fed- 
eral government comes next. The federal 
debt, however, has mounted much faster 
than state and local debts, and the business 
man is therefore threatened with more taxes 
in the future if the debt is ever to be retired. 





Tue ULTIMATE INCIDENCE OF TAXES 


Income and Profits Taxes Are Not Passed 
Along 


In addition to the earlier classification of 
taxes, those for revenue and those for con- 
trol, the business man makes another classi- 
fication. He divides taxes into two groups— 
those which he can pass along to someone 


® “Statistical Abstract of The United States,” 
1935, page 204. 

“Institute of Distribution, op. cit., page 3, and 
“Statistical Abstract of The United States, 1935,” 
page 174. 
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Per CapitA REVENUE RECEIPTS AND GOV*RMENTAL EXPENDITURES" 











Nati - 
Agerceate | Government | Stale Counties | oe over 2,500 
Revenue receipts 
1912 $ 28.74 $ 9.82 $ 3.80 $ 4.32 $ 24.33 
1932 92.18 20.97 17.85 11.99 45.99 
Governmental cost payments 
1912 30.46 9.81 3.95 4.49 27.40 
1932 108.18 31.20 20.24 12.88 49.24 
Gross debt less sinking fund 
assets 
1912 49.97 10.59 3.57 4.33 54.29 
1932 316.53 174.40 19.07 21.82 111.45 




















Source: Statistical Abstract, 1935. 


else and those which he cannot. It is not 
difficult to distinguish between these two 
groups. Income taxes, taxes on excess or 
undivided profits, cannot be passed along. 
To be sure an attempt can be made to in- 
crease the mark-up to compensate for an 
indeterminate tax bill in the future, but this 
is a device which competition tends to re- 
strain, and, in addition, profits are defined 
as what is left over after expenses have been 
paid. 


Excise, Property, Franchise, License, and 
Other Taxes Are Usually Passed Along 


Of the other forms of taxation, all taxes 
except income profits taxes can be, and usu- 
ally are, passed along, because they enter 
into the cost of production or the cost of 
doing business. Property taxes, license fees, 
and franchise taxes enter into the manu- 
facturers’ or distributor’s overhead and 
emerge in the selling price. The excise tax, 
usually imposed at the stage of manufacture, 
enters the selling price directly. 


Pyramiding 
In the process of passing taxes along to 
the next in line of the distributive process, 


™ This table was copied directly from “Statisti- 
cal Abstract of The United States, 1935,” page 
204; individual per capita figures exceed the aggre- 
gate in the original table, but no explanation is 
given. 


a curious phenomenon known as “pyramid- 
ing” is noted. Pyramiding is simply increas- 
ing the tax during the process of conveying 
the tax from the producer to the consumer, 
with the result that the consumer pays more 
in the end than the government receives. 
If we assume an article for which the manu- 
facturer gets a dollar, and if we assume that 
a manufacturer’s excise tax of 10 cents is 
imposed on it, the process of pyramiding can 
be illustrated. The article goes to the whole- 
saler, who puts his mark-up not only on the 
manufacturer’s price but also on the excise 
tax. The retailer’s mark-up is applied to 
the price which he paid the wholesaler, and 
we already know that that price includes not 
only the tax itself but also the wholesaler’s 
mark-up on it. By the time the article reaches 
the ultimate consumer, the tax has been 
pyramided until instead of 10 cents it 
amounts to between 17 and 20 cents. If the 
tax had been kept separate and open 
throughout the line of distribution, pyra- 
miding might have been avoided.'? Compe- 
tition prevents pyramiding to some extent, 
but whenever there are hidden taxes the 
practice of pyramiding them is present. 


“It is interesting to note that in a recent effort 
to control prices in Switzerland after the devalua- 
tion proceedings had precipitated a rush to buy 
goods, which drove prices up, the Swiss government 
forbade the pyramiding of taxes, and also the pyra- 
miding of mark-up. 
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The ultimate consumer then pays the larg- 
est part of the tax bill. Why should the 
business man be concerned about any taxes 
other than those which he must pay from his 
profits ? 

There are two answers to this question. 
As taxes make prices higher there is a tend- 
ency for consumers to assume that the only 
distributor with whom they come in contact 
—that is, the retailer—is profiteering. It 
may be that the retailer thinks the same of 
the wholesaler and the manufacturer. The 
retailers have often been unjustly accused 
by their customers when the fault was not 
really their own. In addition, every cent the 
consumer pays in taxes is a cent which can- 
not be spent for merchandise; and since it 
tends to keep goods out of the hands of the 
people who use them, it has a retarding 
effect on the advance of the standard of liv- 
ing. If the consumer shops around for other 
merchandise in order to fill his quantity 
needs, he may come out with merchandise of 
lower grade. If it satisfies him, the retailer 
can have no complaint, but it is fair to ques- 
tion the ability of consumers and of retailers, 
too, for that matter, to determine satisfac- 
tory grades and qualities of goods. 

The other answer is that the business man 
must be concerned about distribution taxes 
when he is compelled to act as a tax collector 
without pay. The collection becomes special- 
ly burdensome in the case of a retail sales 
tax, especially since the occasion often arises 
when the distributor must reduce the price 
of an article for a quick sale or to meet an 
emergency, or for many other adequate 
reasons, and is left with the necessity of 
carrying the tax himself. 


Wuat Taxes Pay For 


Having classified taxes, discussed their 
number and size and what happens to them 
as taxes, the next point is to see what hap- 
pens to them as revenue and what return the 
government makes to the taxpayer for the 
money which it collects from him. It is obvi- 
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ous that no business man should object to 


paying taxes provided only that he gets value 
received. 


The Benefits from Revenue Taxes 


Taxes that are levied for a specific pur- 
pose or upon a specific commodity for a 
specific service to be performed involve no 
serious problem. Gasoline taxes are spent for 
road and road service, sewer taxes for sew- 
ers, and water taxes provide water. All the 
business man must do is to see that the ad- 
ministration is reasonably honest and effi- 
cient and take care that the funds raised by 
these taxes are not diverted to other uses in 
times of emergency. The return here is di- 
rect and proportional to the amount col- 
lected. The return from general taxes for 
revenue, however, is more difficult to meas- 
ure. The money which state and local units 
collect from this class of tax can be easily 
watched. It supplies police protection, courts 
for the enforcement of contracts, and helps 
to build roads, to provide parks, and to sup- 
port the system of public education. The 
question is again a matter of watching the 
honesty and efficiency of administration. 
Even if the business man does not directly 
benefit from the amount that he spends in 
this way, the benefit goes to the community 
in which he lives and from which he draws 
his living, and thus he draws an indirect 
benefit. The same is true in large part of the 
taxes received by the federal government 
from the same sources. It is more difficult 
for the business man to ‘watch the course 
and influence the direction of federal spend- 
ing. His voice is less powerful in protesting 
federal extravagance than it is in a town 
meeting or even a state capital. The fourth 
class of taxes for revenue, the taxes which 
are laid on specific commodities or classes to 
raise general revenue, may in principle re- 
turn something to the taxpayers, since the 
money is administered presumably for the 
public good. The government is not run for 
profit. Presumably all its collections are 
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spent by the representatives of the people. 
These taxes, however, recognize neither of 
the two accepted principles of taxation— 
first, the proportional ability to pay and, 
second, the service rendered. On the con- 
trary, these taxes were imposed because 
more money was needed and because here 
was a handy, inexpensive, and unobtrusive 
way of getting it. Certainly they do not di- 
rectly benefit the commodity nor the class on 
which they were imposed. Although this 
class of tax is made up primarily of federal 
taxes, nevertheless it contains also many 
state and local taxes. 


The Benefits from Control Taxes 


Control taxation can serve good purposes 
and has served them in the past. When white 
phosphorous matches, for example, were 
taxed out of existence, a dangerous and un- 
healthy occupation was eliminated. The 
problem, however, with this type of taxation 
is that it brings up the question of the 
worthiness or unworthiness of the objective 
of control. 

The return from another control tax, the 
tax on undistributed profits, is not easy to 
measure until after it has been in operation 
for a reasonably long period. This tax may 
almost be classed as a penalty tax, for it will 
undoubtedly penalize small and new corpora- 
tions which need to build up a surplus. Older 
and larger corporations which already have 
a sizeable surplus will not be reluctant to 
distribute their profits in the form of divi- 
dends, but they will be handicapped if during 
the depression they had to pay their expenses 
out of surplus and wish now to rebuild their 
surplus to an amount which seems wise to 
them. The intention behind the tax was a 
desire to push money into circulation in the 
form of increased dividends and to stimulate 
the purchase of consumer goods. Un- 
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doubtedly the tax will produce revenue be- 
cause many corporations will prefer to re- 
build some surplus even though they must 
pay the tax, but there is no question that it 
will delay the reconstruction of surpluses, 
for many other corporations will feel that 
their stockholders can spend the money bet- 
ter than the government. The measurement 
of the benefit from this tax will come when 
it is possible to tell whether the stimulus to 
trade arising out of the increased dividends 
offsets the effect of retarding accumulations 
of surplus. 


The Probable Course of Taxation 


What is the future course of taxation and 
what should be a business man’s attitude to- 
wards taxes? 

We have seen government expenditures 
steadily increasing. We know that govern- 
ments are extremely loath to relinquish 
power or rights or taxes on which they have 
once laid their hands. It is highly improb- 
able that we shall see any substantial drop 
in the tax rates. Whatever drop comes in the 
rates or the number of federal taxes is 
likely to be absorbed by an increase in other 
state and local taxes, or vice versa. 

Too man, people have become accustomed 
to making out their tax returns and being 
satisfied with no more than a receipt for 
their checks. The business man should not 
only use his energy fighting present taxes 
but should dedicate his strength to pre- 
venting new ones. He should take steps that 
will put him in an intelligently strategic posi- 
tion to protest strongly to government when 
new forms of taxation are being invented. 
He should also try to see that the administra- 
tion of government expenditures is con- 
ducted honestly and efficiently according to 
sound and intelligent economic practices. 
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DEFINITION OF Costs OF ADMINISTRATION 


OST OF administration of a tax may be 
C defined broadly as the difference be- 
tween the total amount contributed by tax- 
payers and and the net 
amount made available to the government. 
From the standpoint of efficiency, it has long 
been recognized that the best type of tax is 
the one that yields to the government the 
largest proportion of the funds collected. 
With few exceptions expenditures in ad- 
ministration of revenue laws do not benefit 
society. For this reason it is important to 
consider particular techniques of administer- 
ing taxes on retail sales as one test of their 
desirability. 


intermediaries, 


Reported “costs of administration” fre- 
quently include only the expenses incurred 
by a tax administration office, omitting other 
“costs” imposed upon taxpayers or third 
parties. The proportion of these other 
“costs” varies greatly ; for example, they are 
small in with ad valorem 
property taxes, but they include the burdens 
of keeping records, making and filing returns 
in the case of income taxes. Consequently, 
for many purposes, comparison of govern- 
ment costs alone is both insufficient and mis- 
leading. Total costs are much more signifi- 
cant, but more difficult to obtain. 


connection 


The following items, including govern- 
ment, taxpayer, and third-party costs, il- 
lustrate the content of total cost of ad- 
ministering retail sales taxes :—Salaries and 
wages, printing, office and traveling ex- 
penses incurred by the law administering 
authority ; commissions or allowances made 
to retailers or to intermediate parties for 
their share in collecting taxes; costs of rec- 


ord keeping, accounting, correspondence, 
filling and sending returns and making re- 
mittances borne by retailers; legal costs in- 
curred in prosecuting and defending against 
charges of law violation, or in litigating is- 
sues concerning application of the law; out- 
lays made by retailers to evade payment ; 
costs to consumers represented by time lost 
through controversy over or misunderstand- 
ing of the amount of taxation and its rela- 
tion to prices, or in connection with pay- 
ments of exact amounts of tax due through 
punch cards, fractional currency or receipt 
systems. All these costs are expressible in 
money terms, the sum of which equals total 
costs of administration. 


INTERPRETATION OF COSTS OF 
ADMINISTRATION 


Comparisons of costs of administration 
justify an inference as to fiscal efficiency 
only when the same proportion of total legal 
tax liability is being collected. That tax law 
is most efficient which is susceptible of rela- 
tively most complete collection, or—what 
amounts to the same thing—is least evaded 
at the relatively lowest cost of administra- 
tion. 

The yield of any given revenue law, other 
things being equal, varies with successive 
applications of government administrative 
costs. A sort of “law of diminishing re- 
turns” ultimately manifests itself. A sub- 

* The statement of the Secretary of Revenue of 
Pennsylvania in reference to the 1 per cent Penn- 
sylvania Emergency Relief Sales Tax, effective for 
6 months in 1932, illustrates the principle: 

“We have been too handicapped in personnel to 
go after the tax in any real sense. Revenues were 
estimated at $12,000,000. Receipts have now passed 
$9,300,000. Of this total, $9,118,000 was paid volun- 
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stantial part of tax liability under a revenue 
law will be paid to government by the honest 
and conscientious with only the most meagre 
expenditure by government for mechanical 
handling of returns. More revenue from the 
law can be secured by a campaign of educa- 
tion, publicity, distribution of forms and 
other exhortation. Still a larger fraction of 
total legal liability can be recovered through 
ferreting, field investigation and auditing of 
records, but generally only by increasing the 
percentage as well as the absolute costs of 
collecting the total revenue. Finally, by re- 
lentless legal prosecution, litigation and con- 
stant surveillance it is conceivable that the 
last dollar of taxes can be wrung from even 
insolvent, recalcitrant and evading taxpay- 
ers, but this can be done only at a percent- 
age cost of administration so large as to meet 
with condemnation even by the most zealous 
advocate of law enforcement. 

Government expenditures in administex- 
ing most tax laws are undoubtedly carried 
far beyond the point where minimum per- 
centage costs of administration occur—that 
is beyond the point of “diminishing returns.” 
Pressure for increased revenues to meet in- 
creasing public expenditures, complaints of 
those who have met their tax obligations 
against those who have not, and the desire 
of tax administrators to make a good record 
all combine to produce this result. 

Large absolute and percentage costs of 
administering a new tax law serves to set 
standards of enforcement and morale about 
which taxpayers’ habits tend to crystallize, 
and yield their fruits in later years in 
sustained revenues at lower percentage costs 
of administration. Again, widespread eva- 
sion of tax laws through inadequate expendi- 
ture on administration engenders laxness in 





tarily. The remainder, about $182,000 has been col- 
lected without litigation as a result of the activities 
of 25 field men devoting approximately one-third of 
their time to sales tax, supplemented by an office 
force of about 25. Obviously, we have by no means 
collected the last dollar.” Proceedings, N.T.A. 26th 
Annual Conference, 1933, p. 241. 


compliance with other laws, with resulting 
social and economic loss. It is a difficult 
factual question for tax administrators to 
know exactly what proportion of tax liabil- 
ity they are recovering; it is still more diffi- 
cult a theoretical question to decide how close 
an approach to perfect enforcement should 
be made. 

Another vital qualification of the signifi- 
cance of percentage costs of administration 
to the fiscal efficiencies of tax laws rests 
on their structure. Percentage costs are 
ratios of costs of administration to gross 
revenues collected. If the numerator (ad- 
ministration costs) is held constant while the 
denominator (revenue receipts) increases, 
the ratio diminishes. With regard to retail 
sales taxes, the denominator mz, increase 
greatly as a result either of expansion in dol- 
lar volume of sales or increases in rate of 
tax, while the numerator remains practically 
constant. Marked decreases in percentage 
costs of administration can thus occur, not 
reflecting either any actual reduction in ad- 
ministrative expense or any necessary in- 
crease in fiscal efficiency in the real sense. 
Machinery for collection of the same pro- 
portion of legal liability of retail sales tax 
imposed at a % per cent rate will cost but 
little less than the’ machinery to collect the 
same type of tax at a 3 per cent rate.” 


GENERAL TECHNIQUES OF RETAIL SALES 
Tax ADMINISTRATION 

The possibility of fiscal efficiency in ad- 
ministering retail sales taxes is in contro- 
versy among tax authorities. Perhaps 
American experience is now sufficient to 
justify careful review and tentative conclu- 
sions on this moot question. 

? The rate of the Illinois tax was increased from 
2 to 3 per cent on July 1, 1935. As a result of in- 
creased collections the percentage costs of admin- 
istration (i.e., state administrative expense) fell 
from 2.5 per cent to 1.8 per cent. Some additions 
were made to the administrative staff to check 
expected increase in evasion resulting from induce- 


ment offered by the higher rate, but this increase 
in costs was small in its effect on the ratio. 
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Abstractly considered, efficiency appears 
capable of development to the highest point 
in connection with taxes fulfilling three prin- 
cipal conditions. First, liability for payment 
to government must be concentrated at a few 
points or in a few individuals. Secondly, the 
amount of tax payable by each taxpayer 
must be determined readily by some simple 
rule or formula. Finally, to prevent evasion 
the fact of payment must be susceptible of 
rapid and inexpensive determination. Most 
state gasoline taxes are exceptionally 
efficient, for example, because large sums are 
ordinarily collected from each of a relatively 
few refiners or wholesale distributors, the 
amount of taxation is a simple multiple of 
the number of gallons sold, and its payment 
can be verified by reference to gasoline pro- 
duction or importation figures. At the other 
extreme, collection of a net income tax with- 
out exemptions from all income receivers 
could be relatively inefficient owing to the 
enormous number of taxpayers, complexity 
of computing the tax (especially if there 
are numerous deductions and credits al- 
lowed), and the difficulty of checking eva- 
sions. 

Retail sales taxes fall between these hypo- 
thetical extremes. Their measure, gross re- 
ceipts or gross sales, is relatively simple and 
ordinarily given by records kept for other 
purposes by persons subject to taxation. But 
high efficiency is prevented because they en- 
tail payment from many persons, each of 
whom contributes a relatively small amount. 
Ascertainment of payment of tax can be 
made only by auditing books and records 
at their situs—an expensive procedure. 
There is much paper work with little pro- 
portional return. 

It is theoretically possible to construct a 
highly efficient retail sales tax by creating 
broad lump-sum exemptions of receipts, and 
taxing only the few largest businesses in 
whose hands is concentrated the preponder- 
ant part of the tax base. But in so doing one 
runs counter to general concepts of equity, 
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as well as to constitutional and statutory re- 
quirements of “uniformity” found in most 
states. Retail sales taxes will ordinarily be 
collected as a matter of legal necessity from 
nearly all retailers. 

Another escape from the necessity of deal- 
ing with multitudinous small businesses 
would be collection from manufacturers or 
wholesalers of commodities. This is barred 
from practical consideration because of 
jurisdictional factors. Agricultural states 
would collect but a fraction of the tax they 
now recover from retailers under this 
system, because the taxable transactions 
would be in large part outside their jurisdic- 
tion. Moreover, the various personal and 
professional “service” occupations have no 
“wholesaling” character and could not be 
reached, under such a law, except directly. 
The method is available for federal sales 
taxation but is unlikely to be used extensive- 
ly by the states. 

In some states the tax is imposed directly 
on and is collectible from consumers by re- 
tailers, who in turn are required to remit 
their collections to the states. No state has 
attempted to collect directly from consumers 
(except the supplementary use taxes). 
States in all cases deal with retailers, as in- 
termediaries, upon whom is placed the bur- 
den of accumulating the small “driblets” of 
revenue and remitting larger amounts to the 
state. Despite the imposition of this costly 
administrative burden upon retailers, only 
Colorado and Ohio have made provision in 
their statutes for compensation to vendors.’ 
Colorado allows vendors to retain 5 per cent 
of amounts collected from consumers, while 
Ohio sells its tax cards and receipts to 
vendors at a discount of 3 per cent from face 


* This is in contrast with practice followed in 
connection with state gasoline and tobacco taxes. 
Compensation in the form of a percentage of the 
amount of tax collected is generally allowed tax- 
payers under these laws. Cf. The Gasoline Tax 
in the United States, 1934 (Bulletin No. 44. Pub- 
lic Administration Service, Chicago, 1935), p. 16- 
17. Also unpublished manuscript by the author of 
The Tobacco Tax in the United States. 
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value. Viewed in perspective it is, of course, 
immaterial whether or not provision is made 
by statute to reimburse retailers, since their 
costs of remitting the tax are one of the 
costs of doing retail business and must in 
the long run be reflected to some extent in 
prices paid by the public. The only real dif- 
ference is whether these costs are paid 
directly by the public when making pur- 
chases or indirectly through the public 
treasury. 

The general process of collecting retail 
sales taxes vy government involves the dis- 
tribution of tax return forms to retailers 
periodically, and the receiving of completed 
returns together with remittances of tax. 
Quantity of work to be performed depends 
largely upon the number of taxpayers and 
the frequency with which each must file a 
return. All except three of the fourteen 
states having only retail sales taxes require 
the filing of a monthly return, the remaining 
states requiring quarterly returns, exclud- 
ing Ohio, which requires no returns at all. 
Monthly in place of quarterly returns triple 
the number of returns handled and multi- 
plies paper work but has been generally pre- 
ferred to hasten the flow of revenues after 
the enactment of sales taxes as well as 
spread it evenly throughout the year. There 
is also a technical advantage in increasing 
the frequency of payment by retailers, aris- 
ing from the more frequent check on re- 
movals of business, delinquency and other 
factors that might occur under a quarterly 
return system. 


PRIMARY OPERATING DATA OF FOURTEEN 
STATES 


The primary operating data of the retail 
sales tax law of 14 states enable one to com- 
pute certain significant operating ratios. 
These are summarized in Table I.* 

“Statistical tables appearing herein were pre- 
pared sometime prior to the publication of this 
article, and are consequently not up to date. It is 


believed that more recent data would not, however, 
serve to disturb the conclusions reached. 
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The states considered vary greatly as to 
population, volume of retail sales and num- 
ber of retail stores, according to the most 
recent federal census figures. They include 
such thinly-populated and extensive states 
as Wyoming and Utah, as well as such highly 
industrialized and populous states as Illinois 
and Ohio. Still more important is the varia- 
tion in volume of sales per capita and the 
the population per retail store, for these 
ratios are indicative of the relative amount 
or retail purchasing per capita on which a 
retail sales tax is based.® Per capita sales 
volume in 1933 was as low as $97.11 in 
Arkansas and as high as $298.19 in Cali- 
fornia or a range of nearly 300 per cent. 
On the other hand, population per retail 
store was highest in Arkansas (116.5) and 
lowest in California (63.5), demonstrating 
the existence of a tendency toward fewer 
stores per capita in states where sales are 
small per capita. Most of the states tended 
to have nearly the average population of 87 
per store for the United States at large in 
1930. However, differences between popula- 
tions per retail store are not as marked as 
between retail sales per capita. 

Annual revenues from retail sales taxes 
are estimated on a basis of actual experience 
during a fractional part of a year if a full 
year’s actual data was not available. Annual 
revenues varied for the most recent fiscal 
years from less than $2 millions per annum 
in Idaho and Wyoming to more than $40 
millions in California, Ohio and Illinois, and 
were produced by rates varying from ™% of 
1 per cent in Missouri (during 1934) to 3 


* Census figures are subject to important errors 
for the present purpose, both because of changes in 
population since 1930, and further, because “retail 
sales” for the purpose of the Census of Distribu- 
tion is quite a different concept than “retail sale” 
for purposes of most sales taxes. In general, the 
census definition is considerably narrower in scope. 
However, these factors do not impair comparison 
of the relative positions of the states with each 
other. All census data on volume of “retail sales” 
and number of “retail stores” should be construed 
in the light of this qualification. 
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per cent in California, Ohio, Michigan and 
Illinois. The more populous states tended to 
have the highest rates. Both California and 
Illinois raised their rates from 2% and 2 
per cent respectively to 3 per cent effective 
July 1, 1935. The California tax at the re- 
vised rate is expected to produce $70,000,000 
and the Illinois tax $65,000,000 per annum 
for the year ending June 30, 1936. It ap- 
pears fair to generalize that retail sales 
taxes are practically capable of producing 
as large revenues for state use as any other 
single tax (except the property tax) has 
been called upon to produce. No state has 
fixed a rate higher than 3 per cent, but 
Canadian and foreign experience indicates 
that with strong enforcement and a supple- 
mentary use tax there is no insuperable 
mechanical obstacle to raising rates to 5 or 
more per cent and securing proportionally 
more revenue than is now being raised. 
Numbers of returns received annually are 
the product of number of taxpayers and 
frequency with which returns are required to 
be filed. With only 5,103 retailers listed in 
the 1933 Census of Distribution Utah 
handled 48,000 returns during the fiscal year 
ended June 30, 1935, whereas Illinois with 
98,870 Census-listed retail stores received 
nearly 1,500,000. Since the mechanical oper- 
ations necessary to be performed by govern- 
ment do not differ as between monthly re- 
turns or quarterly returns, the total number 
of returns filed gives some indication of 
the volume of work in the central adminis- 
trative office. As indicated previously, the 
preterability of monthly versus quarterly re- 
turns finds supporting arguments on both 
sides. Gain through securing the monthly re- 
port will have to be large to overcome the in- 
creased labor or receiving, opening, check- 
ing, auditing and filing three times as many 
individual forms. The amounts of tax per 
return for quarterly returns are shown to be 
greatly higher than for states having month- 
ly return, even making allowances for the 
particular rates of tax in effect. With a % 
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per cent rate during 1934 and a monthly re- 
turn requirement Missouri received an aver- 
age tax per return of but $9.10, whereas 
California’s 2% per cent rate and quarterly 
return requirement produced a revenue of 
$83.11 per return during the fiscal year 
ended June 30, 1935, or nearly nine times as 
much. Obviously, the differences in percent- 
age costs of administering these two taxes 
with the same proportional collection of tax 
liability would be much greater in Missouri. 

Personnel in the various sales tax ad- 
ministering offices varied from the 575 en- 
gaged in this work in California to the tiny 
staff of 14 in Idaho. Some degree of relation 
between the number of returns and size of 
staff is noticeable. The number of returns 
per person per annum tends to be of the 
same order of magnitude in each state hav- 
ing a monthly return requirement—2,500 to 
5,000. As might be expected, the figure for 
states having quarterly returns is about a 
third as large. 


GOVERNMENT Costs OF ADMINISTRATION 


Gross collections, actual expenditures by 
government on administration and the ratios 
of expenditures to collections for the four- 
teen states under review are set forth in 
Table II. Periods covered by the data are 
the longest for which information was avail- 
able in order to avoid both seasonal or chance 
fluctuations, and the effects on percentage 
costs of administration of heavy expendi- 
tures on capital equipment, during the initial 
states of retail sales tax administration. Per- 
centage government costs of administration 
were highest in Ohio by a wide margin—6.08 
per cent—when the 3 per cent discount al- 
lowed to retailers and the 149 per cent com- 
mission allowed to county treasurers for dis- 
tributing prepaid tax cards and receipts are 
taken into account. But other states, includ- 
ing North Dakota, Colorado, Maryland, 
Missouri and Wyoming also revealed per- 
centage costs over 4 per cent. At the other 
extreme Michigan collected its tax by ex- 
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pending 1.19 and 1.39 per cent of collections 
for fiscal years ending June 30, 1934 and 
1935 respectively. Idaho, Illinois (during the 
biennium ending June 30, 1937), Iowa and 
Utah percentages were less than 2 per cent. 
Other states fell into intermediate classes. 

These data are subject to the severest 
qualifications as to interpretation, not alone 
because Uf factors dealt with previously, but 
also because they are far from being com- 
pletely comparable. Expenditures on admin- 
istration on which the ratios are based do not 
cover the same categories of administrative 
functions in all cases. Some states perform 
their own legal interpretation and prosecu- 
tion under the appropriation for administra- 
tion of sales taxes; in other states this work 
is done by Attorneys-General and the costs 
do not appear. Furthermore, the rates of tax 
differ greatly, which works a profound ef- 
fect on revenues and percentage costs. 

Bearing necessary caution in mind, certain 
generalizations may be drawn. First, it ap- 
pears that government costs of administering 
such a tax as that of Ohio are substantially 
in excess of those where tax cards or re- 
ceipts for each individual transaction are 
dispensed with, and the tax is collected 
through periodical returns. Mechanics of 
printing, stocking, distributing and account- 
ing for hundreds of millions of tax media of 
exchange are costly to the state, neglecting 
altogether the enormous cost thrown upon 
retailers and the public. Tax receipts are sold 
in Ohio at the rate of more than 2 billion 
each year. Additional costs of administration 
over and above those in states where peri- 
odical returns are used might be justified if 
the tax were substantially more completely 
collected by the tax receipt system. But the 
evidence indicates that it is probably not bet- 
ter, if as well, collected. The system itself 
offers additional possibilities of evasion and 
avoidance not present in return systems of 
administration.® 


°Cf. Report of the Special Legislative Commit- 
tee for the Study of the Administration of the Ohio 
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A substantially higher ratio of govern- 
ment expenditure to collections appears 
necessary for operation in states with large 
area, relatively small population density and 
a predominantly agricultural complexion, 
than is necessary in more densely populated 
and industrial states. The higher ratios of 
Colorado, North Dakota and Wyoming are 
illustrative of this point. The reason is not 
far to seek, since a good proportion of ex- 
pense in sales tax administration is incurred 
in field audit and investigation, Covering of 
large areas per account breeds high traveling 
expense, and the amount of tax per return, 
rates being considered, is also liable to be 
smaller in the agricultural state. Residents of 
such states tend to purchase a larger propor- 
tion of their needs by mail in other states and 
are not reached by a sales tax in their state 
of residence. Normal percentage govern- 
ment costs in agricultural states having a 2 
per cent tax rate cannot be placed at any less 
than 4 to 5 per cent to maintain thorough 
collection under a permanent revenue law. 

Turning to the more densely populated 
states of the Pacific, east and middle-west 
regions, normal governmental cost ratios 
necessary to continued thorough enforce- 
ment appear to be in the neighborhood of 2 
to 3 per cent, even with 3 per cent rates of 
taxation. Ratios have been smaller in a num- 
ber of states but evidence points toward a 
conclusion that the saving in expenditure has 
been at the sacrifice of even tolerably good 
enforcement. 


TAXPAYERS’ Costs oF ADMINISTRATION 


Taxpayer's costs of administering a retail 
sales tax include all costs thrust upon re- 
tailers incidental to compliance with the 
laws. Maintenance of books and records, 
filling in return forms and filing returns with 
the tax authority are familiar components 


Sales Tax Act. (1936) pp. 7-9. For the eleven month 
period January 27 to December 28, 1935, no less 
than 1,857,858,028 prepaid tax stamps were sold, 
p. 20. 














TABLE II.—GOvVERNMENT CostTs OF ADMINISTRATION OF RETAIL SALES TAXES OF 15 STATES 


























Rate Actual a of 
; xpendi- 
State po of Gross Tax Expenditure Aaeente 
Tax in Collections* | on Adminis- Paiion. 
Effect tration Some 
% $ $ % 
Ark. 5 months (July 1, 1935—Nov. 30, 1935) 2 1,254,733 28 ,5531 2.29 
Cal. 2 years (July 1, 1933—June 30, 1935) 24 105 ,173 ,5934 | 2,380,472 2.26 
2 years (July 1, 1935—June 30, 1937) 3 140 ,000 ,000? | 3,340,000? 2.39 
Col. 10 months (March 1, 1935-Dec. 31, 1935) 2 5 ,000 ,000 250 ,000 5 .00° 
Ida. 83 months (March 21, 1935—Dec. 31, 1935) 2 1,305,250 16,459 1.26 
Ill. 2 years (July 1, 1933—June 30, 1935) 2 78,517,686 | 1,807,8235 2.30 
2 years (July 1, 1935—June 30, 1937) 3 130,000 ,0002 | 2,230,320 1.728 
Ta. 6 months (July 1, 1935—Dec. 31, 1935) 2 6,717,500 120 ,620 1.79 
Md. 9 months (April 1, 1935—Dec. 31, 1935) 1 3,162 ,6557 169 ,568 5.36 
Mich. | 1 year (ending June 30, 1934) 3 34,871,949 414,327 1.19 
1 year (ending June 30, 1935) 3 38,798 ,457 541 ,897 1.39 
1 year (ending June 30, 1936) 3 45 ,082 ,814? 727,955" 1.61 
Mo. 113 months (Jan. 15, 1934—Dec. 31, 1934) 3 4,257,190 100 ,000" 4.26 
1 year (Jan. 1, 1935-Dec. 31, 1935) 4&18 6,484 ,969 265 ,000" 4.09 
N.D. | 5 months (May 1, 1935-Sept. 30, 1935) 2 1,237,580 69 , 167 5.59 
Ohio 534 months (Jan. 27, 1935—July 13, 1935) 3 23 ,468 ,971 1,427 ,000 6.08 
S.D. 6 months (July 1, 1935—Dec. 31, 1935) 2 1,457 ,057 41,858'° 2.87 
Utah 11 months (Aug. 4, 1933—June 30, 1934) 2 1,730,525° 
1 year (July 1, 1934—June 30, 1935) 2 2,496 ,097° 36,624 1.47 
Wyo. | 6months (April 1, 1935—Sept. 30, 1935) 2 731,2919 31,039 4.24 





* Does not include amounts refunded by Statutory direction, or discounts or deductions previously taken 
by collecting agents. 

1 Thirty different taxes collected by Department of Revenue as a unit, and employees transferred from 
one to another tax. Therefore figure is approximate and probably represents only full-time employees en- 
gaged in sales tax work. 

2 Estimated. 

’ Approximately (letter from Director, Sales Tax Division of Colorado Department of Finance and Taxa- 
tion.) 

* Excluding retailers’ license or permit fees. 

5 Vouchers passed to Sept. 30, 1935. 

6 Assuming full amount of appropriation spent and based on estimated revenue of $65,000,000 per 
annum. 

7 Including auto title tax receipts. 

8 Rate increased to 1 per cent on August 27, 1935, with effective date of new law. 

® Includes annual license fees of $2.00 charged each retailer. 

10 Does not include pro-rata salaries of Director and Assistant Director of Taxation, who supervise a 
number of tax laws, including sales tax. 

4! Appropriations. Actual expenditure not available. 
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but not necessarily the major part of tax- 
payers’ costs. They also comprehend costs 
of maintaining supplies of “tax cards,” “pre- 
paid tax receipts,” tax “tokens” and other 
media of exchange used extensively in re- 
tail sales taxation and costs of their account- 
ing and exchange with consumers. Under the 
Ohio law vendors are required to purchase 
and punch “prepaid tax cards” or purchase 
and cancel appropriate “prepaid tax stamps” 
in regard to every transaction—a mechanical 
cost that is large and important. The statute 
recognized this burden and granted a dis- 
count to be fixed by the Tax Commission at 
“not to exceed” 3 per cent from the face 
value of stamps sold to retailers. Significant- 
ly the Commission fixed the discount at the 
maximum.’ Colorado law furnishes a 
further example of statutory allowances to 
retailers to cover costs of compliance, 5 per 
cent of collections from consumers being re- 
tainable by retailers under the law.® In this 
state the tax is “collected” from consumers 
under a schedule of tax additions to prices 
used in conjunction with aluminum tokens 
of fractional-cent value. Since the task of 
canceling prepaid tax receipts in Ohio is un- 
doubtedly more burdensome than the trouble 
of making tax additions to prices and taking 
change in token coins in Colorado, it appears 
that the Ohio allowance of 3 per cent is in- 
sufficient if the Colorado compensation of 
5 per cent is correct. Yet particular statutory 
compensations probably cannot be regarded 
as attempts to meet retailers’ costs exactly, 
but as political gestures to conciliate a group 
of voters normally hostile to a retail sales 
tax. 

Difficulties confront the quantitative ex- 
pression in dollars of taxpayers’ costs of 
compliance. Data are obtainable only by 
questionnaire addressed to taxpayers, and 
are apt to be inaccurate through business 


* Laws, 1934, Amended H. B. No. 134, Section 
8. Tentative Regulations No. 1. (Ohio Tax Com- 
mission, January 8, 1935) p. 25. 

* Laws, 1935, H. B. No. 984. Section 5(a). 
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men’s lack of clarity of the meaning of costs, 
and want of accounting records regarding 
important elements therein. Yet they are 
helpful in arriving at a general conclusion. 
Professor Robert M. Haig distributed 
questionnaires to some 1,600 large corpora- 
tions in different lines of activity regarding 
their costs of compliance with state tax laws. 
About 160 corporations replied in sufficient 
detail to shed light on the subject, and Pro- 
fessor Haig’s conclusions with reference to 
sales taxes were:*® “Our returns show that 
ninety-one of these corporations paid state 
sales taxes amounting to approximately 8 
million dollars, but that it cost these corpora- 
tions $291,254 to settle their sales tax liabil- 
ity, a cost of compliance of 3.7 per cent.” Be- 
cause business men are more likely im- 
properly to exclude than to include elements 
in their costs of compliance, and further 
since these returns covered larger than 
average businesses presumably paying larg- 
er than average sales taxes, it may be in- 
ferred that the percentage is conservative as 
an index of taxpayers’ costs at large. 

To sum up fragmentary data, a rough esti- 
mation that will probably err on the con- 
servative side places taxpayers’ costs of 
compliance with retail sales taxes at 5 per 
cent of taxes paid by them, assuming they 
are not required to invest in, distribute and 
exchange tokens, coupons, tax stamps or 
cards or other such devices. If such media 
are prescribed it is probably not far in error 
to place costs an additional 5 per cent higher. 
Economic costs of these devices are indeed 
the greatest argument against them. 


Costs INCURRED BY THIRD PARTIES 


Costs of administering retail sales taxes, 
as measured by the value of economic re- 
sources diverted from other uses because of 
taxation but not made available to the treas- 


* Haig, Robert M.: “The Cost to Business Con- 
cerns of Compliance with Tax Laws” (The Man- 
agement Review. American Management Associa- 
tion, November, 1935). 
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ury, do not end with disbursements of states 
and retailers. Third parties—consumers at 
large—likewise bear costs which appear in 
the form of vexation, delays and inconveni- 
ence in verifying and paying the proper 
amount of tax to retailers. Especially is this 
true where fractional “Token” currency, 
coupons, stamps and other paraphernalia of 
tax payment are used with respect to each 
transaction. Monetary measurement of these 
costs need not be attempted ; their magnitude 
is sufficiently attested to by the fact that the 
“nuisance” aspects of fractional currency de- 
vices have met with vigorous public opposi- 
tion in many states. 


SPECIAL PHASES OF THE OPERATION OF 
RETAIL SALES TAXES 


Practical operation of retail sales tax 
statutes is not an easy task. Solution of par- 
ticular procedure problems will not be dis- 
cussed herein as these are primarily of inter- 
est to students of public administration and 
efficiency experts. However, certain aspects 
of results of their administration have eco- 
nomic implications deserving mention in an 
analysis of the technique and costs of taxa- 
tion. Attention is directed specifically to the 
distribution of the tax base among taxpay- 
ers, and geographical distribution of the tax 
base. 


Distribution of the Tax Base among Tax- 
payers—Admunistrative Aspects of Lump- 
Sum Exemptions 
Lump-sum exemptions of gross receipts 

or gross sales have previously been referred 

to from the standpoint of the differentiation 
they entail in the application of retail sales 
taxes.'° Likewise they have important ad- 
ministrative consequences having to do with 
the distribution of the tax base (retail sales 
volume) among retailers. Among the four- 
teen states dealt with herein, only Michigan 
grants such an exemption, amounting to 
$600 gross receipts per annum or $50 per 
month. Michigan’s exemption does not elim- 


*® Chapter II. Supra p. 
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inate the necessity of dealing with vendors 
whose sales are less than $50 per month, 
since all vendors are required to file returns 
and show the exemption thereon. The state 
audits records of exempt as well as of 
taxpaying retailers. Administratively the 
exemption causes no gain. Its purpose was 
in fact not administrative advantage but to 
make provision for small vendors whose 
unit sales were below 17 cents and who were 
considered unable to ‘‘collect” the tax from 
their customers. Experience has shown that 
the exemption in the Michigan law has led 
to illegitimate taking of exemptions, or un- 
derstatement of business so as to come with- 
in the exemption limit."! 

A relatively large number of taxpayers 
have small sales volumes, a phenomenon of 
retail sales taxation that is forcibly presented 
by analysis of Illinois tax data. Tax collec- 
tions and number of returns filed under the 
Illinois tax law were analyzed for the month 
of November, 1935, yielding figures that are 
striking in their implications. Of the 121,059 
returns filed, no less than 31,158 or 23.6 per 
cent were accompanied by a tax of less than 
$5, indicating a monthly taxable sales volume 
under $167, and an annual taxable volume 
under $2,000. Aggregate taxes accompany- 
ing these returns of small retailers amounted 
to $87,068 or only 1.6 per cent of total collec- 
tions. Turning to the opposite extreme of 
the scale, the 462 returns accompanying tax 
payments of $1,000 or more yielded no less 
than 40.7 per cent of total tax collections. 
Tax payments of $20 or more accounted for 
90.1 per cent of collections but came from 
only 29.4 per cent of the retailers. That is, 
the administering authority could have been 
ridded of the task of handling 70.6 per cent 
of the accounts, through an appropriate 
lump-sum exemption of about $8,000 annu- 
ally with a loss of less than 10 per cent in 
revenue. Concentration of the base of a re- 
tail sales tax in the hands of a relatively 


“Private correspondence with manager, State 
Board of Tax Administration, March 3, 1936. 
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few large taxpayers almost approaches simi- 
lar concentration long noted in personal in- 
come taxation. 

From the standpoint of government costs 
of administration elimination of 70.6 per 
cent of the accounts would tremendously in- 
crease efficiency. Assuming that costs would 
reduce proportionately to number of ac- 
counts handled (strictly not a fair assump- 
tion) percentage costs of administration of 
the Illinois tax would be cut by approximate- 
ly two-thirds from about 1.7 to less than 0.6 
per cent.'* To be balanced against this gain 
in efficiency is the additional opportunity for 
evasion, and more important, the economic 
inequity of granting a bonus to 
merchandisers. 


small 


” Computation as follows: Reducing the annual 
appropriation of $1,115,160 by 70.4 per cent leaves 
$330,087. This amount would be expended in col- 
lecting approximately 10 per cent less than pres- 
ent estimated annual revenues of $65,000,000, or 
$56,500,000. Dividing $330,087 by this latter figure 
yields 0.56 per cent. 
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Geographical Distribution of the Tax Base 


Just as there exists pronounced concentra- 
tion of the tax base among relatively few 
taxpayers under a retail sales tax, so there 
is also geographical concentration of the tax 
base in urban areas. It is an obvious truth 
that sales taxes are collected primarily from 
the more densely populated centers of any 
state ; it is not so obvious that collections per 
capita are also greater in such areas. Expla- 
nation lies in the concentration of consumer 
purchasing in large centers of population, an 
accelerating tendency caused by increasing 
personal mobility through use of motor 
vehicles. Sales tax collections do not follow 
more locations of population but follow the 
situs of purchasing, and larger centers nor- 
mally tend to attract a greater per capita 
volume of purchasing by non-residents. Cita- 
tions of collection data from many states are 
unnecessary to demonstrate the point, which 
is sufficiently obvious. 








Teaching Advanced Courses in Marketing 
to Undergraduate Students 


W. W. LEIGH 
University of Akron 


Epitor’s Note: As pointed out by Professor Agnew 
elsewhere in this issue, an original purpose of this 
Association was the mutual aid of its members in 
their teaching. Certainly this is a continuing pur- 
pose. It is well, therefore, to share experiences and 
problems from time to time. This article and the 
two immediately following are directed towards 
this purpose; they suggest that perfection in teach- 
ing business at the collegiate or the graduate level 
is not yet “just around the corner.” 


ERIODIC examinations are common pro- 
re in appraising the progress of 
business or classroom. While we of the 
teaching staff are old hands at applying the 
examination method to our students, all too 
frequently we neglect to inventory our own 
methods. The annual round-table of the 
NAMT offers us this opportunity. 

I trust Professor Gault did not commis- 
sion me to discuss the subject “Teaching 
Advanced Courses in Marketing to Under- 
graduate Students” because he believed that 
I had anything new or any real contribution 
to make. I have none. I venture my remarks 
relative to our teaching methods at the Uni- 
versity of Akron only with the hope that 
they may precipitate a discussion which will 
produce some new and helpful ideas and 
experiments for us to carry back to our 
classrooms. 

For the purpose of this discussion I shall 
define “advanced marketing courses” as 
those courses that require the Principles of 
Marketing or its equivalent as a prerequisite. 


SITUATION IN THE MARKETING PROGRAM AT 
THE UNIVERSITY OF AKRON 


In order to discuss the advanced market- 
ing program at the University of Akron, it 
appears necessary and desirable that we 


sketch in a few words the general factors 
and conditions that affect that program. The 
University is a municipal institution that 
operates both a day and an evening session, 
each of which enrolls approximately 1500 
students. The work of the two sessions is 
closely correlated, so that literally our school 
day extends from eight o’clock A.M. to ten 
p.M. As a majority of our students upon 
graduation go immediately into industrial or 
commercial life and comparatively few con- 
tinue to higher degrees, our work of neces- 
sity must be given a very definite utilitarian 
slant. 

Our marketing courses must appeal to 
four distinct groups of students: first, the 
student in such departments as Economics, 
Home Economics, and Political Science who 
elect our courses ; second, regular Commerce 
students who, regardless of their major, are 
required to take Advertising and/or Sales 
Administration, and may elect additional 
courses ; third, Commerce students majoring 
in Marketing and Advertising who are per- 
mitted to take a total of fourteen hours in 
the field exclusive of the elementary market- 
ing and advertising courses ; and finally, eve- 
ning students who take our subjects largely 
for vocational purposes although many of 
them may be pursuing a planned course of 
study toward a certificate or a degree. 

In accordance with the definition given 
above, our advanced marketing program at 
the University of Akron consists of the fol- 
lowing courses: Principles of Advertising, 
Advertising, Retailing, Sales Administra- 
tion, Market Analysis and Problems in Mar- 
keting (Policy). Based upon a recent survey 
of thirteen universities which I considered 
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most nearly comparable to ourselves, this 
curriculum appears to be about representa- 
tive. 


OBJECTIVES OF ADVANCED COURSES 


Sound pedagogical procedure would dic- 
tate that we carefully determine and state 
our objectives before selecting the teaching 
methods to be applied. Most of us, I believe, 
plan our courses to accomplish certain defi- 
nite results, although we seldom take the 
trouble to formulate their statement. 

It would be advantageous and decidedly 
beneficial if we could discuss the specific 
purposes of each course separately. Time 
precludes this, however. In the catalog below 
I have attempted to present as definitely as 
possible the objectives we are seeking to at- 
tain through our marketing curriculum. 
Some of these apply more specifically to cer- 
tain courses than to others, but considering 
the group as a whole, our aims are as fol- 
lows: 


1. To give a rather complete understanding 
of the nature and function of the marketing 
machinery. 

2. To familiarize the students with current 
marketing situations and problems. 

3. To enable them to apply sound marketing 
and management principles to the operation of 
the various types of marketing activities. 

4. To develop a scientific and independent 
attitude of mind toward marketing problems in 
particular and business and social problems in 
general. 

5. To acquaint them with the procedures and 
methods by which sales and advertising pro- 
grams are determined, organized, and executed. 

6. To acquaint students with the scope, use 
and some of the limitations of, present research 
methodology as it is applied in the marketing 
field. 

7. To show the nature and basis of the trends 
affecting marketing. 

8. To give an understanding of the relation, 
importance, and significance of marketing de- 
cisions and policies as they affect business suc- 
cess, trade relations and social policy. 

9. To instill a sane, social point of view 
toward marketing activities rather than the 
distorted view which is so frequently encount- 
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ered or the exploitative attitude which so often 
characterizes the administration of the mar- 
keting function. 

10. To reveal the vast unexplored areas in 
our field that need mapping, the abuses that need 
correcting, and the wastes and costs that de- 
mand reduction. 

11. To create an interest and enthusiasm for 
our subject. 

12. To indicate some of the opportunities and 
requirements for positions and advancement in 
marketing work. 

The above objectives can be summarized 
and stated in educational parlance as in- 
formatory, exploratory, cultural, motiva- 
tional, vocational, and disciplinary. I would 
particularly emphasize the latter because it is 
all important. Nowhere is the “retreat from 
reason” more apparent than in the current 
magazine and newspaper discussions involv- 
ing the subjects of marketing and distribu- 
tion; and nowhere is the need for sound 
judgment, reason and common sense more 
vital. 

TEACHING METHODS 


The teaching methods employed at Akron 
to obtain these objectives are well-known 
and are used to a greater or lesser extent by 
everyone present. The difficulty, it seems, is 
not the lack of knowledge of the teaching 
tools to be employed in the presentation of 
our subject but rather the absence of skill 
and mastery over these tools and the in- 
ability to adapt them to the particular situa- 
tions that confront us. For the purposes of 
this discussion we shall group these methods 
under five major heads. 


Textbooks and Readings 


These two sources constitute the primary 
informational background of our marketing 
courses with the exception of Problems in 
Marketing where we use the problem ap- 
proach. 

We do not aim to give textbook courses— 
far from it—but we do favor textbooks for 
undergraduate courses where they are avail- 
able. They serve as guides for the student 
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and a framework around which he can inte- 
grate the course. They constitute the home 
landing field from which the undergraduate 
takes off and returns in all his mental ex- 
plorations. Furthermore, library facilities in 
a small school are not always so adequate 
that duplicate readings can be made avail- 
able. Our greatest obstacle is that suitable 
texts can not be procured for our advanced 
courses; last year, for example, we encoun- 
tered great difficulty in finding an up-to-date 
text to use in Sales Administration. At this 
point we would like to suggest that forth- 
coming textbooks devote more attention and 
space to the theory and analysis of the sub- 
ject and less to descriptive matter, statistics, 
and detail. This practice, we believe, would 
make the book more flexible, less dogmatic, 
and much more helpful to the instructor and 
students. 

Outside readings are relied upon to ex- 
pand the text material, apply it to concrete 
situations, and keep it up-to-date. These 
readings are of two types: certain readings 
are required weekly. These we check upon 
through quizzes or require the student to 
analyze or criticize them in written reviews. 
Our purpose in this latter instance, of course, 
is to have the student weigh and evaluate 
what he reads rather than accept uncritically 
all that appears in print. The other class of 
readings is what might be termed “sugges- 
tive and voluntary.” In our course syllabi 
under every subject there appears a rather 
lengthy list of suggested readings. We en- 
courage the student to read such of these as 
he may desire and, in addition, to follow the 
current journals and to browse on his own 
accord. Such notes and clippings as he may 
preserve are to be organized into a notebook 
or file. Twice during the semester this book 
or file is examined with the students for 
content and organization and suggestions 
are made for its improvement. This pro- 
cedure requires a great deal of time, but we 
do believe it is time well spent. In some 
courses the students take group subscriptions 


to magazines like Sales Management or 
Printers’ Ink Monthly. In these courses, a 
portion of the class period is devoted to a 
discussion of the magazine articles. 


Lectures and Special Speakers 


Lectures enable the subject matter of a 
course to be covered rapidly and in logical 
order, but it has been our experience that the 
lecture method is not well adapted to under- 
graduate instruction. In order to hold the 
attention of the students, lectures must be so 
well spiced that the subject content often 
has to be subordinated. Probably because we 
are not so adept at this, we prefer to keep 
lectures at a minimum except where the 
reading materials covering the subject are 
not readily available. Furthermore, the real 
opportunity for the interjection of the in- 
structor’s ideas or contributions arises when 
a question is asked or a discussion of the 
principle is under way. By this method the 
ideas he advances take root. The results ob- 
tained, we think, more than warrant the use 
of the slower and less formal method of 
presentation. 

I might add that we are experimenting 
considerably with visual instruction methods. 
Illustrations, charts, and maps are utilized 
extensively. Our NYA students are now en- 
gaged in making a series of charts from 
census data. Recently, we have been trying 
the balopticon for opaque projection. With 
the room layout which we now have, projec- 
tion of charts and maps can be made almost 
instantaneously. 

While we are not advocates of the lecture 
method, we have made an extended use of 
outside speakers. Our position here may be 
somewhat inconsistent. Last year we 
scheduled about eight speakers each in Sales 
Administration and Retailing. These speak- 
ers were selected very carefully and 
scheduled at definite places throughout the 
course. About six weeks before the date on 
which a speaker was to appear, a conference 
was held with him. Our course procedure 
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was explained and the points that we desired 
stressed were called to his attention. We sug- 
gested that he make an outline of his talk 
and we would again confer with him. At this 
second conference further suggestions and 
modifications were usually made. Our class 
meetings were most informal and a discus- 
sion period followed each lecture. Of the 
sixteen speakers, fourteen did a most satis- 
factory job. One lecture “What Would a 
Retail Store Do to Promote Business if 
Newspaper Advertising Were Discontinued” 
was a masterpiece. In selecting these men 
little attention was given to platform quali- 
fications ; the primary consideration was that 
they know and be intimately in touch with 
their respective subjects. These speakers 
gave an insight into the subject that the in- 
structor could not give. Furthermore, the 
University, instructor, and students made 
many friends and gained valuable sources of 
future information. 


Cases and Projects 


Splendid case materials are appearing in 
our field, thanks to Harvard and other insti- 
tutions and the fine work of the NAMT 
committee, and no instructor can afford to 
neglect them. However, we find these case 
materials can be used more effectively in 
conjunction with text and reading materials 
than as the basis of the course. Undergradu- 
ate students do not have the knowledge and 
background to handle cases with facility and 
lack the ability to integrate them into a unit. 
Consequently, we have followed the practice 
of including with each assignment a case 
which would clinch the principle under con- 
sideration. The students outline the case and 
have it ready for discussion at the next meet- 
ing of the class. About once a month more 
difficult and complex cases or “investiga- 
tions,” as we term them, are assigned for 
special preparation. These will be discussed 
under the heading “reports.” 

We have found cases invaluable for the 
teaching of marketing. Our subject is quite 
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general and unsystematized at best. By the 
use of the cases certain definite marketing 
principles and their application can be il- 
lustrated and demonstrated so that the stu- 
dent can get his teeth into them, as it were. 
Furthermore, they teach the student to mo- 
bilize his knowledge and data in coping with 
new situations and to exercise imagination 
and resourcefulness in the solution of prob- 
lems. Also, cases, better than any other 
teaching tool, serve to create interest and 
realism in a course and to precipitate lively 
class discussions. 

Each of us, unquestionably, has used 
projects of one type or another in conjunc- 
tion with our advertising and marketing re- 
search courses. We have experimented with 
projects in Sales Administration, also. One 
project was planned around a small rubber 
specialty company which cooperated with us, 
We determined its product policy in terms of 
its productive facilities and the market, 
evolved a market plan, and carried this plan 
through all its stages of execution. This plan 
was carried out step by step as our course 
progressed. Judging by the success of this 
venture, I believe that we can profitably ex- 
tend the project method much further than 
we have done. The chief obstacle we have 
encountered at Akron is its use with evening 
session students. Since planning and discuss- 
ing the project consumes most of the class 
time, a large share of the work has to be 
done outside the class period and night stu- 
dents often find it impossible to arrange the 
necessary meetings. 

In addition, we have made some use of 
field researches. Two years ago, our market 
research class conducted a coffee survey of 
our city for a local company. In addition, 
studies have been made of house-to-house 
selling and of out-of-town shopping. 


Reports 


Both oral and written reports are empha- 
sized. four “in- 


vestigations” are required per semester. The 


In our advanced classes 
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emphasis is not so much upon the investiga- 
tion, however, as upon the report itself al- 
though the student is expected to make use 
of the library, such statistical information as 
may be available, and, in some cases, to call 
upon the trade. These reports are to be ad- 
dressed to a specific official of the company 
involved, to include a letter of transmittal, 
proper appendices and supporting docu- 
ments, and are to be in correct form, type- 
written and properly bound. They are graded 
according to the source materials utilized, 
analyses made, and form of presentation. 
While correctness of report form is empha- 
sized, every effort is made to get the student 
to analyze and construct the report in terms 
of the situation and of the recipient. Our 
graduates have repeatedly stressed the prac- 
tical value of this training. 

Oral reports have been found particularly 
effective in helping students formulate their 
ideas and express them before the group. 
These reports cover special readings, re- 
search studies or particular problems. When 
“investigations” are made, we frequently re- 
solve the class into a board of directors and 
ask some student to “sell” his report to the 
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group. This plan has stimulated a great deal 
of interest. 


Field Trips 


Field trips are regularly used as a part of 
the advertising and retailing courses to pre- 
sent the engraving process, control of retail 
deliveries and other procedures. Also, we 
make one or two class pilgrimages a year to 
Cleveland to visit newspaper offices, adver- 
tising agencies, and magazine research 
bureaus to acquaint ourselves with the new- 
er developments in the marketing field. These 
trips have always proved most stimulating 
and profitable and the comradeship between 
instructor and student that develops from the 
day together is most worth while. 

Professor Gault suggested several other 
subjects to which we should pay our re- 
spects, but we have already consumed our 
allotted time. This paper has been written 
in a personal vein to give definiteness and 
concreteness to its presentation. I trust that 
this personal slant will in no wise deter us 
from frankly and candidly discussing our 
topic. 











The Teaching of Advanced Marketing 


Courses in Specialized Programs 
D. J. DUNCAN 


Northwestern University 


— the topic assigned to me con- 
cerns the teaching of advanced market- 
ing courses in specialized programs, the 
problems concerned with planning, organiz- 
ing, and presenting marketing information 
to students in advanced, specialized courses 
are fundamentally the same as problems con- 
nected with formulating and developing any 
advanced courses in the marketing field. 
During the last few years our Association 
has devoted considerable attention to the 
improvement of teaching methods in mar- 
keting ; and the results of our discussions in 
this direction are directly applicable to the 
narrower subject I am discussing today. 
However, opportunity still exists for sub- 
stantial improvement. Previous speakers 
have presented a number of problems that 
still remain to be solved satisfactorily if we 
are to fulfill our obligations as teachers. I 
hope that our discussions and exchange of 
ideas in these meetings may continue, for in 
this way our problems are clearly outlined 
and suggestions for their solution are pre- 
sented and developed. Thus a marked in- 
crease in teaching effectiveness should be 
brought about. 

The suggestions advanced in this paper 
are intended to apply particularly to gradu- 
ate students in specialized programs. No at- 
tempt is made to discuss the teaching of all 
advanced marketing courses nor to apply the 
suggested courses of action to advanced un- 
dergraduate students, although there may be 
entirely logical applications to these other 
problems. 

All institutions offering courses designed 
especially for graduates, and this applies to 
the larger schools in particular, attract stu- 


dents from a wide variety of colleges and 
universities where a diversity of training has 
been received in undergraduate courses, in- 
cluding marketing courses. Furthermore, 
students enter upon their graduate work 
with varying backgrounds and experience 
both within and without their fields of 
specialization. Because of these conditions, 
it appears highly desirable that a brief re- 
view of those fundamental principles which 
have a distinct bearing on the material pre- 
sented in the specialized course should pre- 
cede the introduction and analysis of the 
new, advanced material. Such a procedure 
serves to clarify and strengthen the founda- 
tion upon which the new structure must be 
built, remedies some of the deficiencies of 
former training, and starts all members of 
the class upon a more nearly equal basis. It 
is important that we do not lose sight of the 
fact that we must build, and build as solidly 
as the materials at our command will permit, 
upon a foundation that has already been laid, 
strengthening it where necessary, but pre- 
serving and reinforcing that which is good, 
rather than destroying the old foundation 
and building anew. After all, the primary 
consideration in all teaching is the student; 
methods, materials, and teachers are all sub- 
ordinate to him! 

Concerning the major objectives in teach- 
ing graduate courses in marketing, Paul T. 
Cherington stated on December 28, 1929, at 
our Washington meeting’ “to train recruits 
for marketing practice may be set down as 
the main purpose of all graduate college 
work in marketing.” He also said “. . . per- 


*NATMA Bulletin, 1930 series, no. 3, February, 
1930, p. 10: “Graduate Courses in Marketing.” 
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haps we can somewhat dogmatically declare 
the main purpose of marketing courses to be 
the discovery and development of service- 
able brains suitable for work on marketing 
problems.’’? Obviously, such statements are 
so general as to require careful thought and 
analysis before their full significance can be 
understood. It is necessary to consider what 
qualifications are necessary for success in 
marketing practice; what information must 
be taught to yield these qualifications and 
how it can be presented most effectively. 

To accomplish his major purpose, Mr. 
Cherington emphasized two responsibilities 
of teachers of marketing in graduate 
schools: (1) to see to it that the students 
see clearly in an environment where seeing 
at all is difficult; (2) to help them develop 
ability to think logically in a field where 
thinking is apt to be confused by the rush of 
misleading irrelevancies.* Both of these are 
desirable and commendable aims. In my 
opinion, however, we should go further. I 
believe that teaching efforts in specialized 
programs should have at least four clearly 
defined objectives: (1) to teach students to 
think and to reason logically and intelligent- 
ly, about business problems in general and 
about marketing problems in particular ; (2) 
to give them tools to facilitate their solution 
of these problems, that is, to lay the factual 
groundwork so essential for proper develop- 
ment and to teach students how and where 
they may later add to this factual knowl- 
edge; (3) to inspire them with the social 
service motive which modern business needs 
to survive; (4) to help combine in students 
the viewpoints of the business man and the 
scholar, so that realism and vision, logic and 
imagination may unite for greater progress 
than business has yet known.* Teaching tech- 

* Tbid., p. 16. 

* Thid., p. 14. 

* Probably the clearest and most complete state- 
ment of the objectives of an advanced marketing 
course is that given by Professor Harry R. Tosdal 
in the Teacher’s Key to “An Introduction to Sales 


niques and procedures will vary in the at- 
tainment of these objectives, depending upon 
the students, the teachers, the schools, and 
the businesses involved; but the results 
rather than the methods used to achieve 
those results will determine success. 

Today no teaching problem presents more 
difficulties than does effective training of 
students for responsible positions in retail 
establishments. As in other marketing 
courses, continued scientific research is 
essential to constructive teaching efforts in 
order that meaning, depth, and perspective 
can be given to subject matter. 

The teaching of graduate courses in re- 
tailing must meet the needs of students with 
varied training and experiences prior to en- 
rollment for advanced work; the needs of a 
dynamic profession—retailing—with many 
and continually changing problems; and the 
needs of schools whose traditions, policies, 
and teaching methods may have been already 
established in other fields. Government and 
public interest in retailing also widen the 
scope of material that must be taught. At the 
same time the growth of a literature of re- 
tailing, particularly since 1925, and the in- 
creasing demands of large retail establish- 
ments for college-trained men and women 
have placed special emphasis upon adequate 
preparation for retailing and the most effec- 
tive methods of providing this preparation. 
In this connection, some attention has been 
given to the value of actual store experience 
and whether or not it should be made a re- 
quirement for either the Bachelor’s or the 
Master’s degree in Retailing. 

Last year, Professor Frey of Dartmouth 
College, in commenting upon “Training for 
Retailing,” gave a number of reasons why 
institutions of the type represented by the 
Tuck School should not require students in 
retailing to acquire actual experience in re- 





Management.” It is entitled “Aims and Purposes of 
a Problem Course in Sales Management.” 
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tail stores in conjunction with their class- 
room work. The Northwestern University 
Plan, inaugurated this year, provides both 
service and tuition graduate scholarships in 
retailing. It involves actual store service, but 
does not allow scholastic credit for work 
performed in the cooperating stores. In my 
opinion it overcomes most of the objections 
raised by Professor Frey and at the same 
time has several outstanding advantages of 
its own. 

The Northwestern University Plan simply 
affords graduate students studying for the 
M.B.A. degree in retailing the privilege of 
working part time in large retail establish- 
ments at salaries closely approximating liv- 
ing costs while carrying on their regular 
academic work. Hours of work in the stores 
are set after registration has been completed 
and are adjusted to the students’ course 
schedules. Store service, however, is by no 
means compulsory, and students may receive 
their degrees without it. When students do 
accept the opportunity to serve part time in 
the stores, and this is customary, they 
neither expect nor receive special favors and 
must complete the regular course require- 
ments, write satisfactory theses, and pass 
comprehensive oral examinations before re- 
ceiving their Master’s degrees. 

It is unreasonable to expect that these stu- 
dents can complete all the requirements for 
the Master’s degree in the time normally 
taken by students who are not occupied with 
similar outside work; in fact, we do not ex- 
pect holders of service scholarships to satis- 
fy the requirements for their advanced de- 
grees in less than eleven months. But all ap- 
plicants for Master’s degrees in any field of 
specialization have this privilege—if we may 
term it such—of extending their work over 
a similar, or longer, period. This condition 
exists likewise in most, if not all, other in- 
stitutions of higher learning. It should be 
clear, therefore, that under our arrange- 
ment, store service is not a substitute for 
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regular course work, but supplements it. 

Our “experiment” in codperative training 
at Northwestern University is still in the 
trial stage. We feel, however, that it holds 
promise when viewed in the light of the ob- 
jectives already considered; moreover it 
serves 

First, to prepare students adequately for 
positions of responsibility in the retail field 
through carefully developed formal course 
work supplemented by actual store service. 
It is apparent that the courses offered must 
conform to the needs both of the student and 
the retailing profession, and must meet the 
standards of instruction maintained by the 
University. In addition we believe that a sort 
of internship is highly desirable so that stu- 
dents may perform activities involving vari- 
ous applications of the principles of retail 
store management. In other words, we are 
using a business laboratory in which students 
may learn the “how” and the “why” of re- 
tailing practices and policies. 





Second, our experiment enables graduate 
students of high scholastic attainment, inter- 
ested in retailing as a profession, to test the 
strength of their convictions regarding their 
future vocations. Students may be convinced 
that their major interest is retailing, but their 
convictions are often based more upon 
opinions and hunches than upon knowledge 
of what will be expected of them. Through 
this opportunity to work in retail establish- 
ments and actually perform duties con- 
nected with a variety of jobs, they are able 
to determine whether they possess the neces- 
sary qualifications to insure their success 
in this field. Regardless of their final de- 
cisions, the training and experience received 
during this period should prove invaluable 
in whatever line of business they ultimately 
choose to enter. 

A third benefit from the codperative train- 
ing plan lies in the opportunity given stu- 
dents to demonstrate their abilities to do 
satisfactory work of a semi-executive nature 
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and thus qualify for responsible positions 
upon graduation. Placement still remains an 
important problem in most universities. Un- 
der the plan described, the placement of 
graduates in satisfactory positions is prac- 
tically automatic provided acceptable work 
has been done in the stores. Both students 
and employers have learned the kinds of 
work for which the students are particularly 
suited. 

A fourth result of our Plan has been to 
familiarize students with current policies, 
practices, and problems in large retail stores 
of all types. Marketing is in a state of con- 
stant flux, and in no division of marketing 
are changes more rapid or more numerous 
than they are in retailing. Whether we use 
textbooks containing principles or problems, 
or a combination of the two, much of our 
materal is out of date almost before the 
books leave the publishers. And to teach 
retailing properly, it is essential that current 
methods and policies be explained and 
analyzed. In my opinion, there is no better 
way of providing the essential and valuable 
information than by having students actually 
in contact with operating methods of leading 
retail establishments and performing some 
of the activities connected therewith. Even 
the frequent, judicious use of well-informed 
retailing executives as lecturers—a policy we 





follow at Northwestern with discretion— 


does not meet satisfactorily this important 
requirement of the student’s training. Cer- 
tainly the knowledge gained by the students 
through store experience is retained for a 
much longer time than material presented in 
formal lectures only. 

A final purpose of our Plan is to make 
it possible for properly qualified graduate 
students who are interested in retailing but 
who do not possess the capital necessary for 
further study to continue their education, 
and upon completion of their studies, to be- 
come eligible for positions of responsibility 
with establishments of good repute. As I 
have already indicated, earnings of students 
in part-time positions are equal approxi- 
mately to living costs in this area. In some 
instances, the winning of special prizes has 
materially increased these earnings. 

My conclusions as stated are based upon 
study of the Plan for over a year and its 
actual operation for less than one semester. 
We are still experimenting and have no in- 
tention of implying that we have found the 
best or the only way of teaching retailing to 
graduate students. Our short experience, 
however, leads us to believe that we are on 
the right track and that with minor adjust- 
ments made to meet changing conditions we 
can meet a real need in retailing education 
in this section of the country. 
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Colleges and the Marketing Curriculum 
from the Business Man’s Standpoint 


L. E. SCRIVEN 


Epitor’s Note: Limitations of space have prevented 
use of Mr. Scriven’s paper in full. The editors hope 
they have caught and summarized the spirit of his 
findings. Clearly both the teaching and non-teach- 
ing members of the Association have a task ahead 
in solving the personnel training problem. 
eae with approximately one hun- 

dred business men, a large number of 
professors of marketing, advertising, ac- 
counting and other typical courses in the 
business schools of a number of the leading 
universities, and a group of students indicate 
that we have three very definite problems. 
In the first place, the business men almost 
without exception have a very critical atti- 
tude toward the job that the universities are 
doing in the way of training students in the 
business schools. In the second place, the 
university professor is thoroughly convinced 
that he is doing the most constructive job 
possible under the circumstances, and that 
the average business man does not realize 
the degree to which he is really being helped 
by the university. In the third place, the stu- 
dent is completely bewildered on the one 
hand by the attitude of the professors, and 
on the other hand by the attitude of the 
business man. 

The average student hopes that he can 
get a good job and earn a maximum income 
within a relatively short time after he 
finishes his business training. To achieve this 
result presupposes that the things that the 
student has been taught while he is in the 
university will be a finely balanced combina- 
tion of theory, basic principles and concepts 
general to all businesses, and a wide variety 
of specific applications of all these main 
theories, concepts and principles to actual 
cases, not with the thought in mind of train- 


ing the student to make any given specific 
application, but simply so that he under- 
stands something of the range of possible 
applications of these principles to these 
practical problems. 

When you get down to the bottom of the 
situation, you find there is really no quarrel 
between the professors and the business men 
as to what should be accomplished in the 
preparation of students, The quarrel comes 
between the executives’ conception of what 
is being accomplished and what the pro- 
fessor, to the best of his ability, is actually 
doing. The universities have done an in- 
excusably poor job of making the leaders of 
American industries familiar with the 
changes that have taken place in the teaching 
of business courses generally in the uni- 
versities in the past decade. 

The average business man is hardly justi- 
fied in criticizing the whole university set-up 
because of his bad experience with univer- 
sity graduates, for just as it is true in busi- 
ness that out of every hundred candidates 
that a firm may have, there are never more 
than a half dozen who are exceptionally 
brilliant, so it is true, that in the average 
university out of every hundred students 
there will never be more than a half dozen 
who turn out to be shining lights either ca- 
pable of absorbing the practical slants which 
the professor may give them, or worse, even 
having any interest in the subject which they 
are presumably studying. 

Nearly all of the seniors and graduate 
students interviewed said that they wished 
their courses could include more field work 
and actual case study. The average student 
has a very hazy idea either as to what he 
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finally proposes to do in business or what 
courses he should take in the university to 
prepare him for business. 

The following recommendations to the 
universities are made. They should develop 
within the limits imposed by the state regu- 
lations a more selective plan of admitting 
students to insure the highest degree of 
capability among those students who enter 
the business school. They should develop a 
sound plan of vocational guidance to assist 
these capable students in choosing their work 
to insure their highest degree of interest and 
the greatest degree of helpfulness to them in 
the progress of their career. In this connec- 
tion, university catalogues should present 
more understandable descriptions of the 
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courses offered. The universities should 
work for a greater degree of actual case 
study methods of teaching so that the stu- 
dent has an opportunity to see the many 
possibilities of practical application of the 
principles which he has been taught. They 
should put more emphasis upon business ex- 
perience and less upon Ph.D. degrees in the 
selection of business teachers. They should 
set up a definite program for the closest kind 
of cooperation and interchange of opinion 
between universities and businesses. They 
should undertake a definitely organized pro- 
gram to acquaint business leaders generally 
with the activities, the progress, and the 
achievements of the university schools of 
business. 
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Consumers’ Cooperation 


JAMES CHILD DRURY 
New York University 


Epitor’s Note: Consumer cooperation has long 
been an important element in the commercial struc- 
ture of Europe. During the 1930's it has received 
much publicity in the United States. In the present 
article Professor Drury gives something of the 
history of the movement and then expresses his 
faith that, if given wide adoption, it would improve 
greatly the marketing system of this country, to the 
general advantage of consumers. In the following 
article Professor Palmer outlines some of the im- 
portant weaknesses of present marketing methods 
and questions whether Consumer Cooperation, per 
se, can correct them. Finally, Professor Gault dis- 
cusses the cooperation of business groups, especial- 
ly cooperative purchasing by merchants. The con- 
clusions of the three authors apparently are not in 
agreement. 1 hat ts one reason the articles are inter- 
esting. Let the discussion continue! In the mean- 
time various forms of cooperation are being tried 
on an increasingly large scale. The Association 
should aid in the evaluation of results. 


cpa is a general lack of understanding 
today, especially in the United States, of 
the nature and significance of cooperative 
economy. Until recently our newspapers and 
magazines have printed very little about co- 
operation, and little study has been devoted 
to it in our schools and colleges. This lack 
of understanding both of the theory and of 
the practice of cooperation has caused many 
people to mistake the circumstances in which 
cooperation is discovered for the essential 
nature of consumers cooperation. Inasmuch 
as cooperation is a democratic and voluntary 
form of association and knows no limitations 
of color, race, or creed, each group that is 
formed applies the principles of cooperation 
to its own problems and is thus bound to 
inject its peculiar characteristics into the 
project. Consequently, considerable care 
must be exercised in order to distinguish be- 
tween circumstances under which coopera- 
tion exists and the essence of cooperation 
itself. 

For example, cooperation has been called 
communistic, impractical idealism, silly sister 


societies, and adjunct of the labor movement, 
something that works only when people are 
poverty stricken, and has even been called 
capitalistic. Some students of the subject, on 
the other hand, are beginning to see coopera- 
tion in its true perspective. They recognize 
it as an evolving school of economic thought 
which has been developing these past 90 odd 
years both in theory and in application. 


COOPERATIVE THEORY 


The father of the cooperative school is 
the late Charles Gide, the French economist. 
He has received world wide recognition as 
an economic historian. His “History of 
“conomic Doctrines” written in collabora- 
tion with Professor Charles Rist is the 
standard work in that field. His contempo- 
raries, while admitting his encyclopedic 
knowledge of their schools of thought have 
studiously avoided any recognition of the 
man’s own espousal of cooperation. Events 
today are forcing this recognition. To under- 
stand cooperation, one needs to understand 
Charles Gide. Gide’s point of view, as ex- 
pressed in his writings, is that cooperation 
is not the stepchild of any other social or 
economic movement, but has its own in- 
dividuality. “The cooperative school has the 
same general aim as the classical liberal 
school: an abundance of wealth, cheapness 
and all appropriate measures for giving 
maximum satisfaction to each individual. It 
accepts all the main principles and all the 
chief laws of classical political economy. It 
believes in liberty and does not wish to reach 
its goal by any other means than voluntary 
association among men of good will. It de- 
sires the fewest possible regulations.” 

On the other hand, “cooperators cannot 
believe that the law of supply and demand 
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is sufficient in itself to guarantee the just 
price, or that competition, even if unfettered, 
can bring profits to a reasonable level, or 
that conditions automatically tend toward 
equality. When they consider what happens 
in the world, they see conflict much more 
frequently than harmony. Cooperators mis- 
trust the spirit of competition.”’ They believe 
the interests of the individual must be com- 
bined with the interests of the community. 
Professor Gide finds, in cooperation, much 
in common with the liberal socialists up to 
1848, even though the Socialists started with 
a preconceived and Utopian plan for the re- 
organization of society. The cooperative 
school does not have a plan for reorganizing 
society, but as believers in the inevitability 
of gradualiness they base their theories upon 
the results of cooperative practice and limit 
their aspirations to a steady extension of 
membership in cooperative societies. In spite 
of this difference in approach both the 
Liberal Socialists and the cooperative school 
stressed the need for rationalization of so- 
ciety, but “never demanded the expropria- 
tion of the possessing classes or of capital 
already acquired.” In Finland, the coopera- 
tives are the leaders in the rationalization 
of business. In the United States, private 
business has taken the lead in the application 
of scientific management to business and 
must be credited with having developed 
much of the efficiency which cooperators 
have taken the lead in developing abroad. 
There is a real difference, however, in the 
application of scientific management by 
private trade and by cooperative trade. This 
difference lies in the purpose for which 
scientific management is carried out. In 
private trade larger profits for the en- 
trepreneur is a dominant motive while in 
cooperative trade, greater values for the con- 
sumer is the controlling motive. Gide 
stressed this basic difference when he said, 
“Economic organization, instead of being 
ruled as it is today by the ends of the pro- 
ducer and individual profit, should be ruled 


by the ends of the consumer and social 
needs.” 

On the other hand, Gide finds a wide gulf 
between cooperation and Marxian socialism. 
He says, “Cooperation is essentially indi- 
vidualistic, for it implies the steady, unceas- 
ing activity of individual efforts with a goal 
in sight and moving towards it with a stub- 
born will.” “It is just because the cooperative 
system retains intact the individualist main- 
spring as the basis of all economic activity 
with its spontaneity and inexhaustible re- 
sources of invention and renewal, that co- 
operation has proved fruitful and beneficial, 
whereas state socialism, the inevitable end 
of Marxism, is proving daily more sterile 
both in economic productivity and in the 
provision of public and private freedom.” 

The “class war” also divides the two 
schools of thought. “Cooperators do not 
deny that the class war exists, but they re- 
fuse to become a part of it. Regarding man 
as consumer, they see that unity and mutual 
aid in the cooperative system can take the 
place of class conflict and thus their pacifism 
is given the widest possible range: far from 
limiting it to international relations as the 
Marxians do, the cooperators extend it also 
to class relations.” 

The Cooperative school may be said there- 
fore to hold a position somewhere between 
these two schools. It is in harmony with most 
of the principles of our present system and 
proposes its own technique for overcoming 
many of its weaknesses. It is in sympathy 
with the socialistic emphasis upon the need 
for the rationalization of society but cannot 
subscribe to its methods. President Roose- 
velt’s words at Buenos Aires might well be 
used to sum up cooperative doctrine when he 
said, “Each one of us has learned the glories 
of independence. Let each one of us learn 
the glories of interdependence.” 


ROCHDALE PRINCIPLES 


The cooperative school bases its whole 
program upon seven principles. The first 
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three represent the economic basis of co- 
operation and comprise : 

Open Membership 

Democratic Control 

Dividend on Purchase 
The remaining four represent the moral 
and social aspect of cooperation and com- 
prise: 

Political and Religious Neutrality 

Cash Payment 

Limitation of Interest on Capital 

Promotion of Education 
Although it would take considerable time to 
explain fully the implications of each of 
these principles, a brief word concerning 
each might be of some value. Open Member- 
ship means that anyone can become a mem- 
ber who is willing to enter the association 
with the proper spirit. 

Democratic Control. This principle takes 
no account of the financial interest of any 
individual but considers the individual only 
as a man. Man control instead of money 
control. One member, one vote. 

Dividend on Purchase is the basic princi- 
ple of cooperative economy. It is contended 
that the patron rather than the owner makes 
a business profitable and consequently the 
savings should be returned to him in pro- 
portion to his patronage. This patronage 
dividend is not a “profit” because a member- 
owner cannot make a profit on himself. 

Political and Religious Neutrality is per- 
haps the most misunderstood and misrepre- 
sented cooperative principle. It does not 
mean that cooperation abstains from political 
action in every shape and form. It does 
mean that its political appeal should aim to 
obtain, from whatever party happens to be 
in power, its economic freedom and fair 
treatment. If cooperation was in alliance 
with a party not in power its appeal would 
be decidedly limited. Furthermore, such an 
alliance would rob the individual member 
of his freedom of conscience and his intel- 
lectual independence. 

Cash Payment has been a powerful in- 
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fluence in the social education of cooperators, 
They reasoned that it is so difficult to get 
out of debt, it would be far easier not to 
get into debt. 

Limitation of Interest on Capital is the 
technique used to eliminate speculation in 
cooperative shares and place money in the 
same position as a wage earner. The interest 
paid is considered a “wage” for the use of 
money. 

Promotion of Education is the key princi- 
ple upon which the growth of the cooperative 
movement depends. Political democracy is 
effective only to the extent that it is supple- 
mented by popular education. Economic 
democracy likewise will be effective only to 
the extent that consumers receive economic 
education. The social and cultural implica- 
tions of this one principle alone will have a 
far reaching effect 
generally. 

The importance of these principles to co- 
operative success is indicated by the follow- 
ing quotation from Charles Gide: “No co- 
operative organization that violated the 
Rochdale principles has ever permanently 
succeeded ; and no cooperative organization 
that adhered strictly to those principles has 
ever failed.” 
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upon business 


GROWTH OF COOPERATION 


I am not going to take the time to recount 
the success stories of cooperation. They 
have been told so many times in recent books 
and publications, most of us are acquainted 
with them. If one is inclined toward ce 
operation he will place great signific: 
upon these stories, if not, he will wav 
aside because they amount to suc’ 
part of the total business of ¢ 
The words of Charles Gide « 
of the International Coor 
held at Rochdale, Ene 
years after the four 
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nent socialists. There were John Stuart Mill, 
Bastiat, Proudhon. They paid no attention 
to the great event which was preparing in 
Toad Lane; they never suspected its conse- 
quences. They would have been very 
astonished if they had been told that, some 
day when their social systems had no more 
disciples and their books scarcely any 
readers, the Rochdale Pioneers would count 
their followers in millions.” The truth of 
Gide’s statement, I believe, has been em- 
phasized by the progress of the past 35 
years. 

Cooperation has been expanding steadily 
through 90 years of the stiffest kind of test- 
ing; under diverse conditions, in practically 
every country in the world, and among every 
racial, cultural, and economic group. In 
Finland, Sweden, Denmark, and to a lesser 
extent in England, it is fast becoming the 
dominant form of internal economic organi- 
zation. Any evaluation of the significance 
of cooperation should include a comparison 
of its record today with its record 10, 25, 
and 50 years ago, if its possibilities are to 
be truly appreciated. In such an evaluation, 
cooperation’s social and cultural implications 
must not be overlooked. Today, cooperation 
is a powerful force leading to world peace, 
and its emphasis upon education is strength- 
ening the very foundations of democracy 
even in those countries where democracy 
has been forcibly but, let us hope, tempo- 
rarily cast aside. 


PRORLEMS OF DEVELOPMENT IN THE 
UNITED STATES 


eration is to grow to a position of 
* the United States, the people 

a need for cooperative 

‘+t this need, few people 
‘operative principles 


a assume the re- 
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a need for cooperative organization, or at 
least have been slow in recognizing it. 


1. We had been blessed as a nation with vast 
undeveloped natural resources, free lands, and 
physical frontiers which offered abundant op- 
portunity to the individual with sufficient initia- 
tive to exploit them. 

2. We were a young, growing nation with an 
abundance of needs. 

3. We focused our energies upon the problem 
of production. 

4. We developed a system of mass produc- 
tion, passed on to the consumer many of the 
resulting economies and created a standard of 
living higher than in any other country. 


These conditions, however, have been 


gradually changing with the years. 


1. Our resources, to a large extent, have been 
developed. In the main they are privately owned 
and operated. Free lands are a thing of the past. 
Physical frontiers are so limited that the often 
used safety valve for unemployment, “Go West, 
young man, go West,” is no longer adequate. 

2. As a young and growing nation and per- 
haps due to the irresponsibility of youth, we 
wasted our natural and human resources. The 
depression, like a good spanking, has had a 
sobering effect upon us. We now seem willing 
to accept the responsibilities of a grown up na- 
tion and to realize the need for conservation. 

3. Concentration upon the problem of pro- 
duction has been accompanied by maladjustment 
between production and consumption. People 
today do not buy back the things they produce 
with the purchasing power which they receive. 

4. We are beginning to realize that our ener- 
gies now must be concentrated upon distribu- 
tion, upon both the distribution of goods and 
the distribution of purchasing power if our con- 
sumption of goods is to keep pace with our abil- 
ity to produce.? 


The recent pronouncements of business 
leaders and such associations as the National 
Association of Manufacturers which recog- 
nize the importance of the consumer, and 


*Eprtor’s Norte: It is not clear to the editors 
whether Professor Drury is suggesting that Con- 
sumer Cooperation will affect both the distribution 
of goods and the distribution of purchasing power. 
Surely these are two entirely different matters, in 
spite of similarity of wording. Final consideration 
of Consumer Cooperation, or any other movement, 
must treat the two things separately. 
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stress the interdependence of farmers, pro- 
ducers, middlemen, and consumers is evi- 
dence of the widespread recognition of this 
problem of distribution. 

It is only natural that, as attention is 
focused upon the importance of the con- 
sumer in our economy, the principles and 
practices of consumer cooperation and the 
claims of the cooperative school of economic 
thought should be seriously considered. Out 
of the present widespread study of cooper- 
ative economics may come the recognition 
of the need for consumers cooperation. 
When farm tenantry passed the 40 per cent 
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mark in both Denmark and Finland, the 
people began to form cooperative organiza- 
tions, and farm tenantry is now practically 
abolished in both countries. In the United 
States, farm tenantry has now passed the 
40 per cent mark. Does this condition fore- 
shadow a similar solution? 

We are fortunate in this country because 
we already know the glory of political de- 
mocracy. If the need for economic democ- 
racy through cooperative organization is 
recognized, as I think it is, our democratic 
experiences in the political field should com- 
pliment the growth of consumer cooperation. 














Can Consumer Cooperation Correct 
Important Defects in Marketing? 


JAMES L. PALMER 
University of Chicago 


CONSUMER cooperative enterprise is an 

A ordinary merchandising institution 
distinguishable from private business chiefly 
by the character of its ownership. The sin- 
gleness of purpose which results from this 
distinction of course may lead to many dif- 
ferences in business practice, each of which 
may be of some significance. The point I 
wish to emphasize, however, is that from 
an Organization standpoint there is nothing 
new in consumer cooperation. In this respect 
it differs from the chain store, recently a 
revolutionary force in distribution. The 
chain store reorganized distribution through 
horizontal combination, with its resulting 
large-scale buying, and through vertical in- 
tegration. As yet, no consumer cooperative 
has made a corresponding contribution to 
the organization of marketing, nor is any in 
view. Consumer cooperatives of course fre- 
quently have resorted to horizontal combina- 
tion and vertical integration, but to the best 
of my knowledge, have discovered no new 
form of organization the use of which might 
render obsolete some of our present dis- 
tributive institutions. This seems to me to 
be an important point because it means that 
the opportunity for cooperatives lies in 
improvement in marketing practices rather 
than in fundamental changes in the proces- 
*s of distribution. The question is: Can 
-atives, using the same institutions as 

te enterprise, better serve the pub- 

*nges in business practice than 

vned merchandising insti- 

ting any basic change 

‘keting, can they, 

th. “ective con- 
sumer 1 private 


enterprise, lower the price level or otherwise 
benefit the buying public? 

There has been much talk and little study 
of costs and wastes in our present distribu- 
tive system. We all know that it costs typi- 
cally between 15% and 35% to perform the 
retailing function; between 5% and 25% to 
perform the wholesaling function ; about 4% 
of retail sales to pay our advertising bill. 
We also know that price fixing of one kind 
or another is prevalent in what is supposed 
to be a system of free prices. All of these 
facts are ominous, and on the surface at 
least, suggestive of the vulnerability of our 
present distributive structure. It is obvious 
that the growth of any new system of 
marketing, even though in its form of or- 
ganization it resembles the old, must depend 
upon its capacity to reduce costs, lower 
prices or improve service to the buying pub- 
lic. This of course assumes free competition 
and the absence ‘of artificial restraints or 
stimuli. It is appropriate, therefore, to in- 
quire into two questions: (1) What are the 
weaknesses of the present marketing system, 
as they bear upon the question of consumer 
cooperation? (2) To what extent is it likely 
that cooperative organizations can remove 
these weaknesses? 

Important among the defects in our pres- 
ent distributive structure I would list the 
following : 


1. In many instances costs are extremely 
high. 

2. Ethically unfair competitive practices 
which are indirectly or directly injurious to 
the public remain all too common. Some of these 
are legally unfair and others are not. 


3. Restraint of trade, sometimes but not al- 
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ways in the form of price fixing, is prevalent, 
particularly in certain industries. 

To account specifically for the high cost 
of distribution is an extremely complex 
problem. It seems unlikely that the explana- 
tion lies in the structure of our distributive 
system for practically every conceivable 
form of organization is to be found within 
the system, and there is enough freedom in 
the system to permit new forms to develop 
if they appear to have merit. We have large 
retailers and small, general-line and special- 
line, chain and independent. The variety of 
wholesale establishments is without end. One 
is perhaps justified in asserting that by and 
large, the retailing, wholesaling and manu- 
facturing which have been most effective in 
meeting given situations have tended to pre- 
vail in these situations. As I shall point out 
later, there have been many exceptions, 
however. 

Many of the critics of our distributive sys- 
tem attribute its high costs mainly to compe- 
tition. The term “competitive waste” fre- 
quently finds its way into marketing discus- 
sions. That there is such a thing as competi- 
tive cost there can be no question. It is diffi- 
cult, however, to say at what point this cost 
becomes waste. Most of this cost gives rise 
to some measure of service to the buyer. 
This service, however, is usually intangible, 
and often remote. Hence it cannot be evalu- 
ated. It may or may not be worth what it 
costs in a given case. In many instances it 
undoubtedly is not. In general, however, we 
know neither the cost of competition or what 
part of this cost represents waste. Conse- 
quently, the question as to how much of our 
marketing cost may be attributed to the com- 
petitive system must be left open. 

A third possible explanation of the high 
cost of marketing lies in the failings of the 
human mind. One need hardly take the time 
to assert that scientific method has not pro- 
gressed far in distribution. There are several 
explanations of this. One is the fact that the 
field is new. Consequently we have had in- 





391 


sufficient time to develop techniques. A sec- 
ond explanation lies in the inherent nature 
of many problems in the field. The variables 
are numerous, many are intangible, and they 
change frequently. Measurement is difficult 
or impossible. And finally, we have not de- 
veloped a personnel capable of dealing intel- 
ligently with marketing problems. There are 
exceptions, of course, but in the main we 
are still throwing untrained minds into the 
marketing arena. Despite such progress as 
may have been made to date we are not out 
of our infancy in training men for respon- 
sible posts in distribution. For the most part 
the problems in the field still lie out of the 
reach of many of those compelled to provide 
solutions. Trial and error methodology is 
still far more prevalent than it should be. 
And while we display no great excitement 
about this the problems in the field steadily 
grow more complex. 

Fourth and last among my explanations 
of high distribution costs is the rather ex- 
traordinary service rendered by our present 
marketing system. I should like to dwell 
upon this at some length, though in some- 
what rudimentary fashion, because of its im- 
portant bearing upon the question of con- 
sumer cooperation. Let me enumerate at 
random some of the services which our 
marketing institutions might eliminate to 
cut the cost of distribution : 


1. They might discontinue selling for credit. 

2. They might eliminate free delivery serv- 
ice, reduce the frequency of delivery or narrow 
delivery zones. 

3. They might carry fewer brands of mer- 
chandise, thus restricting buyer choice. 

4. They might stock smaller quantities of 
merchandise and refuse to handle slow-selling 
items, thus forcing many buyers to wait for 
delivery of orders. 

5. They might occupy low-rent locations, 
thus forcing buyers to go out of their way to 
make purchases. 

6. They might operate on an eight-hour in- 
stead of an eleven-to-eighteen-hour day, thus 
concentrating buying in shorter periods but also 
restricting service. 
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7. They might sell only in quantity, thus 
eliminating small-unit purchases. 

8. They might locate only in large trading 
centers, thus inconveniencing people not living 
nearby. 

9. They might confine themselves to staple 
merchandise instead of aggressively seeking out 
new merchandise and new styles, thus reducing 
obsolescence losses and mark-downs. 

10. They might withdraw the returned goods 


privilege, thus reducing selling and handling 
costs and mark-downs. 


11. They might reduce the number of sales- 
people, thus cutting labor cost but compelling 
customers to wait to be served. 


In brief, it is a simple matter to set up a 
low-cost merchandising establishment such 
as a retail store. One need but select a back- 
street location near a major trading center, 
equip it with an inexpensive building and 
fixtures, stock it with only fast selling 
staple, single-brand lines, sell only in case 
lots and for cash, make no deliveries, compel 
customers to buy during an eight-hour day 
and to wait twenty minutes for a clerk, and 
to keep the merchandise once they take it 
out of the store. I venture the guess that 
such a store as this would cut the cost of 
retailing in two—if it had any customers. 

The major element of cost in merchan- 
dising today is in service, as I have implicitly 
defined the term. The most effective way to 
cut cost materially is to reduce service. As 
you know, this has been done by a great 
many privately operated manufacturing, 
wholesaling and retailing establishments. 
The fact that it has not been done by more 
seems to be due to the willingness of buyers 
to pay for something besides merchandise 
and to their desire for freedom of choice in 
buying. 

Briefly in summary on this question of 
marketing cost, I can see no immediate pros- 
pect of material cost reduction except 
through restriction of service. Some reduc- 
tion in expense may be attainable if such 
so-called competitive costs as advertising 
can be eliminated. I doubt whether in retail- 
ing such reductions would ordinarily exceed 
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1%-2% of sales. As we shall see later the 
reduction might be much larger in certain 
manufacturing industries. 

This brings us to the consideration of a 
second alleged major defect in our market- 
ing system, the prevalence of unethical prac- 
tices. Our interest in such practices here is 
confined to their effect upon the consumer. 
To what extent does the person who patron- 
izes privately owned merchandising estab- 
lishments suffer through the practice of 
fraud, misrepresentation, adulteration, etc. ? 
It will perhaps be agreed that only in the 
exceptional case today do established busi- 
ness enterprises deliberately violate the laws 
of unfair competition. Certainly the average 
business transaction involves no illegal act. 
The buyer, however, is interested in some- 
thing more than compliance with the law. 
As a rule, he wishes to satisfy a real need 
through the purchase at as low a price as 
possible of a product which will meet that 
need. While modern advertising and mer- 
chandising in a sense have facilitated the 
accomplishment of this objective, they have 
in another sense failed to meet their re- 
sponsibility to the buying public. Faced with 
the necessity of creating a demand for prod- 
ucts irrespective of their quality or distinc- 
tiveness the selling and advertising frater- 
nity has devised an amazing array of tech- 
niques for the purpose of capitalizing upon 
every frailty of human nature. Most of these 
techniques involve deception in greater or 
less degree, though seldom do they violate 
any existing statute. They cause consumers 
to buy inferior merchandise, to pay higher 
prices than necessary for products of a 
given quality, to purchase goods to meet 
purely imaginary needs and to spend money 
on products which cannot stand up under 
the claims made for them. As a case in point 
I cite you one of our most heavily advertised 
industries—proprietary remedies, toilet arti- 
cles and cosmetics. In thus particularizing I 
of course, intend no reflection upon the 
many ethical concerns in that industry. The 











THE JOURNAL OF MARKETING 


practices of those engaged in selling and ad- 
vertising which I am arbitrarily terming 
“unethical” and contrary to the public inter- 
est are resorted to because of the necessity 
for sales and profit—and the frequently re- 
sulting necessity of meeting competition with 
its own weapons. Because of short-run pres- 
sure for profit the public interest is lost to 
view, or at best becomes a secondary con- 
sideration. It is probably a fact that with the 
decrease in the amount of outright fraudu- 
lent practice in distribution which we seem 
to have experienced in recent decades there 
has come a more or less corresponding in- 
crease in the amount of legitimate humbug. 
In any event advertising seems not to be 
growing in public esteem and the advertis- 
ing fraternity itself is currently concerned 
over its failure to gain the public confidence. 

In brief, then, it seems to me that there is 
considerable room for improvement in the 
machinery by which buyers of goods are 
enabled to make their selections. I make this 
statement fully mindful of the splendid and 
fruitful efforts of many individuals and or- 
ganizations in the advertising and merchan- 
dising fields to elevate ethical standards in 
these fields. 

The third major defect in our marketing 
system to which I have previously referred 
seems to me to be of more serious import 
than is generally realized. I refer to the 
prevalence of restraint of trade or monopo- 
ly. We seem to be moving further and 
further away from a system of free prices 
and free competition. We are tending 
towards the fixing of prices and the formu- 
lation of marketing methods through group 
action. Evidences of this are found among 
the following. 

1. The N.R.A. 

2. Anti-chain store legislation. 

3. The Robinson-Patman Act. 

4. Fair trade practice acts in various states, 
directed against price cutting. 

5. The growing pressure for resale price 
maintenance. 

6. The demands of numerous organized trade 
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groups for protection in the form of standard 
functional discounts and agreements by sup- 
pliers not to sell to “unethical” establishments. 
7. The continued trend towards the use of 
advertising as a means of price control. 


It is not my intention here to enter upon 
a comprehensive discussion of these various 
measures. I am concerned only with pointing 
out that in the aggregate they tend to bring 
about higher marketing costs and higher 
prices. I should like to single out for particu- 
lar emphasis a number of practices not all 
of which are of recent origin. One of these 
is the widespread practice on the part of 
established trade groups of demanding 
“protection” from suppliers. This “protec- 
tion” usually takes the form of a minimum 
functional discount granted the buyer ir- 
respective of the services he renders or the 
costs thereof. It sometimes goes even 
further and results in the supplier refusing 
to sell to unorthodox classes of buyers at 
all. As a net result, progress in marketing 
practice is prevented and consumer price is 
based upon a set of purely imaginary costs. 
This condition exists in three fairly large 
industries with which I am familiar. in one 
of these the retailer often carries no stock, 
makes no deliveries, assumes no risk, does 
no financing and creates no demand—yet he 
receives a standard discount on all orders 
placed by his customers. The real cost of his 
service is negligible but he is paid 20% of 
the consumer price for this service. Such a 
condition can exist only where there is re- 
straint of trade—restraint imposed by or- 
ganized groups of distributors. 

A second practice upon which I would like 
to place special emphasis is that of retail 
price fixing. This practice is sometimes ini- 
tiated by retailers themselves and sometimes 
by suppliers interested in maintaining uni- 
form resale prices. It has been my observa- 
tion that in either case it results in rigid 
marketing margins. Prices are set high 
enough to protect many inefficient sellers, 
and efficient merchants may not pass the 
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benefits of their efficiency to their customers 
through a reduction in prices. The buyers 
who would willingly pay the lower price 
are left out in the cold, and cast about for 
other sources of supply. Unless there exists 
some restraint of trade to prevent, efficient 
operators will develop the new source of 
supply and inefficient merchants will be 
gradually eliminated. The essential point 
seems to be that despite the highly competi- 
tive nature of many retail trades, price fixing 
of one kind or another is sufficiently preva- 
lent to create numerous opportunities to 
effect savings for anyone willing to depart 
from traditional buying practice. 

In concluding this discussion of restraint 
of trade I should like to comment briefly 
upon the use of advertising for the purpose 
of price fixing. This practice seems not to 
prevail widely but it is sufficiently prominent 
in certain trades to deserve mention. We 
are all aware of the fact that on the average 
advertising expense is less than 5% of con- 
sumer price. But in numerous individual 
situations the ratio of advertising expense 
is far above this figure. In extreme cases 
advertising cost exceeds manufacturing cost. 
Where this condition exists it is often due 
to a manufacturer’s willingness to spend 
freely to create demand if by so doing he 
can hold a market in the face of price com- 
petition from products of equal or greater 
merit. A premium of greater or less size is 
thus extracted from the buyer, and oftimes 
this premium exceeds in value the benefits 
accruing from risk reduction and the crea- 
tion of subjective values through advertis- 
ing. In the net, the buyer pays more for 
goods than he needs to if he will but take 
the initiative in discovering other methods 
of buying. Whether or not there is any social 
justification for a 25% advertising cost it 
is obvious that products bearing such a load 
are vulnerable to attack particularly when 
the main function of the expenditure is to 
protect the price structure of the seller. We 
all know that there are such products in 


commerce today and that they are fairly 
prominent in at least one major industry. 

Briefly summarizing my remarks up to 
this point: 

1. Assuming no artificial stimulation, con- 
sumer cooperatives will grow only if they can 
improve upon present marketing practice. 

2. Whether they can improve upon present 
practice depends in part upon the deficiencies of 
the present system. 

3. These deficiencies, in so far as they bear 
upon the question in hand, are chiefly three: 

a. High costs, accounted for largely but 
by no means entirely by elaborate services per- 
formed. 

b. Abusive practices, usually involving 
some degree of deception the result of which 
is uneconomic expenditures by buyers. 

c. Restraint of trade, resulting in some 
form of price fixing or the perpetuation of 
wasteful distributive methods. 


As I have previously implied, none of 
these deficiencies is found in the same degree 
in all industries. They are much more preva- 
lent in some trades than in others. But in 
the marketing system as a whole they are 
sufficiently pervasive to render the system 
vulnerable at numerous points. Of still 
greater seriousness, perhaps, is the fact that 
certain recent trends in both industry and 
government seem to me to be weakening 
rather than strengthening the system. 

This brings me to the final question of 
this discussion : “To what extent is it likely 
that cooperative organizations can improve 
upon present distributive practice ?” I would 
answer this question in a sentence by saying 
that the opportunity for cooperatives lies 
more in the leveling of the price structure 
and in the elimination of anti-social practices 
than in any real reduction in marketing 
costs. I seriously doubt whether coopera- 
tives, whether engaged in retailing, whole- 
saling or manufacturing can operate at a real 
cost any lower than those of our more effi- 
cient privately owned distributive enter- 
prises. They can of course reduce costs by 
eliminating services which the consumer 
must now accept and pay for, whether or not 
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he wishes to do so—provided there is a con- 
certed demand for such elimination. In some 
cases they can reduce selling costs, though 
it is doubtful whether in the average case 
any great saving can thus be effected. In 
industries in which the greatest opportunity 
in this direction seems to lie cooperatives 
have not even made their appearance in this 
country. But in situations where restraint 
of trade is prevalent either in the form of 
price fixing or the preservation of an un- 
economic distributive structure there is no 
reason in theory, at least, why cooperatives 
cannot improve service to the buying public. 
Similarly, where selling practices are so de- 
ceptive as seriously to misdirect consumer 
buying there is an obvious opportunity for 
cooperatives. In short, it is entirely conceiv- 
able that consumer cooperation may be a 
means of increasing real buying power with- 
out effecting any substantial decrease in the 
business as distinguished from the social cost 
of performing the marketing functions. 
The practical question as to whether con- 
sumer cooperation will become extensive in 
this country involves numerous considera- 
tions beyond those thus far discussed. How 
is it going to educate the buying public 
away from individualism and into the co- 
operative idea? Where is it going to find 
homogeneous population groups such as 
seem to be indispensable to success? How 
is it going to compete with private enter- 
prise, particularly if we should move again 
in the direction of free competition? How 
can it rid itself of the impractical, crackpot 
minds that have attached themselves to it 
from time to time? Where will it find hon- 
est, competent leadership and management 
personnel? How can it keep itself free from 
racketeering? What will it do about com- 
petition within its own ranks—between co- 
operatives ? What is likely to be public policy 
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with respect to the cooperative movement? 
Until we find answers to these questions— 
and they have not yet been found except 
in isolated cases—it will be impossible to 
determine the practical possibilities of co- 
operation, The growth and success of coop- 
eratives in Indiana, Ohio, Illinois, Wiscon- 
sin, and Minnesota, among others, estab- 
lishes with reasonable clarity the fact that 
consumer cooperation will work in this 
country under certain conditions. It is to be 
noted, however, that most of the growth of 
the cooperatives to date has been in rural 
areas and has involved only the purchase of 
automotive products and other farm sup- 
plies. In numerot:3 instances most of the 
membership has been of European origin. 
It remains to be seen whether consumer 
cooperation can adapt itself as readily to 
urban conditions as it has in some instances 
to those in agricultural areas. 

It is my belief that, while our present dis- 
tributive structure is weak at numerous 
points, the practical possibilities of its being 
strengthened through consumer cooperation 
will be distinctly limited for some time to 
come. I look for some continued growth 
among cooperatives in certain sections of 
the country and in certain trades. Some of 
this growth will be parasitic in the sense 
that either government or private enterprise 
—probably both—will partially subsidize it. 
To the extent that private enterprise through 
the activities of groups often in the minority, 
persists in practices which raise costs, re- 
strain trade and deceive the buying public 
the movement will of course be stimulated. 
Whether it will thus receive enough stimulus 
to be able to overcome in a few years time 
the many difficulties it must meet if it is to 
become a major factor in distribution re- 
mains to be seen. 
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ONSIDERATION will be given only to the 
C cooperative efforts in business that are 
comparable to cooperation by consumers. 
The more important types of cooperative 
institutions in business which meet this speci- 
fication are trade associations and _insti- 
tutes, chambers of commerce, mutual insur- 
ance companies, interchange credit bureaus, 
and many cooperative buying organizations. 

Most of the functions of trade associa- 
tions and institutes are included in the fol- 
lowing list. 


1. Distribution, among the members, of in- 
formation relating to the trade. 

2. Representation of industry before legisla- 
tive and administrative bodies or before public 
opinion. 

3. Technological research. 

4. Commercial arbitration. 

5. Conduct of employment bureaus, indus- 
trial education, and negotiation with labor. 

6. Cooperative sales promotion and advertis- 
ing. 

7. Cooperative insurance. 

8. Operation of credit bureaus. 

9. Interchange of statistics on production, 
sales, shipments, stock on hand, unfilled orders, 
and similar information. 

10. Education of members in cost account- 
ing. 

11. Pooling of patents. 

12. Establishment of uniform trade rules, 
usually through “codes of ethics,” or “codes of 
trade practices.” 

13. Interchange of prices on past transac- 
tions and often of current price quotations. 


Chambers of commerce carry on many of 
these activities. In addition, chambers of 
commerce, being organized along narrow 
geographic lines, carry on many activities of 
a local civic nature such as local charities, 
community Christmas trees, and street dec- 
orations. 


The 


nature of mutual insurance com- 


panies is explained by the name. These co- 
operatives find their place in a competitive 
economic system, primarily because they 
supply cheaper insurance than do _ profit- 
seeking stock companies. The interchange 
credit bureau, on the other hand, supplies 
certain types of valuable credit information 
that can be secured more satisfactorily 
through a cooperative organization than 
through an independent profit-seeking credit 
company. Cooperative buying by business 
groups, as by consumer cooperatives, secures 
or attempts to secure economies in market- 
ing that are not otherwise available to the 
cooperators. 

When an explanation is sought for the 
existence of these various non-profit, coop- 
erative organizations in business, it is found 
that they exist for either one or both of two 
reasons. They perform a service which can 
be rendered better through the cooperative 
system than through the profit system (that 
is the primary reason for the activities of 
trade associations and chambers of com- 
merce); or they perform a service at less 
cost than can an independent organization. 
Such an explanation accounts for much of 
the insurance, credit, and collection work 
performed on a cooperative basis. 

None of the sentimental or fanatical atti- 
tudes found in consumer cooperatives are 
found in this cooperation in business. The 
cooperative method is used because, for cer- 
tain purposes, it has proved superior to 
other methods. Hard-headed business men 
are just as ready to use the cooperative 
as the competitive method, provided the co- 
operative method gives more satisfactory 
results. In certain cooperative buying 
groups, however, class adherents of coopera- 
tion appear. This class attitude goes to ex- 
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tremes among farmer cooperatives, con- 
sumer cooperatives, and independent food 
stores that have organized as buying coop- 
eratives, both locally and nationally. 

Cooperative buying is found to some ex- 
tent in most lines of business. For the pur- 
pose of analyzing cooperative buying a con- 
sideration of this activity in the grocery, 
drug, and department store fields is suffi- 
cient. 


COOPERATIVE BUYINGIN THEGROCERY FIELD 

The success of cooperative activities by 
independent grocers is evidenced by their 
growth. By March 1936 there were 508 
wholesaler sponsored groups, with a mem- 
bership totaling 77,889 stores; 164 retailer- 
owned groups, with 23,604 stores; and 130 
cooperative groups, with 5648 stores. The 
total is 107,141 stores, or approximately 
twice the membership of 1929. 

The American Institute of Food Distribu- 
tion finds that the loosely organized coopera- 
tive groups of retailers, in which form co- 
operatives first appeared, are disappearing. 
Some of the groups are being taken over 
by wholesalers as a center for their vol- 
untaries, other groups grow and raise the 
capital to operate their own wholesale 
business. Whether a retail group is orga- 
nized by retailers or by a wholesaler, there 
is a gradual tightening of control by the 
cooperative over the retail stores and the 
group becomes a voluntary chain. The vol- 
untary chain, in turn, gradually takes on the 
characteristics of a corporate chain in re- 
spect to organization and method of opera- 
tion. Stores are standardized in appearance ; 
advertising is handled through the central 
office; merchandising supervisors assist the 
retailer in his operating problems ; merchan- 
dise is ordered through the cooperating 
wholesaler; special compensation to the re- 
tail members is secured by the wholesale 
division from food manufacturers for the 
display and active promotion of various food 
items from week to week in the retail stores. 
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Voluntary chains vary in respect to the 
extent of the merchandising services that 
they offer to manufacturers and in respect 
to the effectiveness with which these services 
are carried out. Complete regimentation of 
the retail units of a group enables it to per- 
form such merchandising services with the 
greatest efficiency. Such regimentation, how- 
ever, is resisted by independent retail gro- 
cers, who, while seeking the fruits of coop- 
eration, want to be masters in their own 
stores. 


COOPERATIVE BUYING IN THE DruG FIELD 


In comparison to the success of coopera- 
tion among grocers, cooperation among 
druggists has been only mildly successful. 
Cooperation in the drug field is not new. 
Most of the cooperatives in the drug field 
have been in operation longer than those 
in the grocery field. Their failure to se- 
cure the same fanatical support is found, 
not in the failure of cooperation, but in the 
fact that the pressure of competition in the 
drug field has not been so great as in the 
grocery field. 


CooPERATIVE BuyING BY DEPARTMENT 
STORES 

A form of cooperative buying is used ex- 
tensively by department stores. Almost all 
department stores with an annual volume of 
sales of more than $400,000 are represented 
in the New York market by resident buyers. 
The resident buyers are independent agen- 
cies, representing a number of independent, 
non-competing stores. In so far as the resi- 
dent buyer can secure better purchase terms 
through grouping orders from his stores, 
he follows this procedure. In this way, a 
limited amount of cooperative buying is car- 
ried out by the resident buyers. Some de- 
partment stores have organized cooperative 
buying offices, which have taken over the 


*Peter Bal! and C. B. Larrabee, “Drug Volun- 
taries,” Printers Ink Weekly, December 3, 1936, 
p. 53. 
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functions of the resident buyer and, in addi- 
tion, carry on an extensive educational pro- 
gram for the merchandising executives of 
the member stores. Three out of four de- 
partment stores have, at some time, been 
members of a cooperative buying group. At 
the present time, not more than one in four 
is a member of such a group. 

Large department stores make a greater 
and more successful use of cooperative buy- 
ing than small department stores. The suc- 
cess of the larger stores in cooperative buy- 
ing rests on conditions that are peculiar to 
large operations. The large store usually es- 
tablishes its own New York buying office 
and may dispense with the services of a resi- 
dent buyer. It is a logical step for larger 
stores with similar merchandising character- 
istics to locate their New York offices to- 
gether and cooperate in such activities as 
prove advantageous. 

Such a plan is apt to be successful for 
several reasons: (1) The merchandising ex- 
penses of the cooperating stores in the cen- 
tral market are considerably less than they 
would be if each store maintained completely 
independent buying offices. (2) The buying 
power of the group frequently secures price 
concessions from vendors which otherwise 
would not be secured and which, in some in- 
stances, are not justified by the purchases 
made. (3) Group meetings of buyers and 
other merchandising executives of the co- 
operating stores afford a splendid education- 
al opportunity. The more skilled buyers help 
the less skilled. The merchandise purchased 
by the group probably is better suited to the 
needs of the stores than merchandise pur- 
chased independently. (4) The executives 
of the larger store take a strictly rational 
viewpoint towards cooperative buying. Such 
buying is used only if it is equal to or supe- 
rior to other methods of buying. The typical 
department store will not find it advan- 
tageous to purchase more than 10 per cent 
to 20 per cent cooperatively. Additional pur- 


chases of approximately the same amount 
may be made through the cooperative or- 
ganization as a gesture of good will. The 
remainder of the store’s purchases will be 
made directly from manufacturers and from 
wholesalers. (5) The membership of co- 
operatives of large stores is carefully 
selected. The personnel of prospective mem- 
bers and stores is carefully scrutinized, and 
no store is admitted to a group unless its 
merchandising activities are similar to those 
of other member stores and its personnel 
appears to be a congenial addition to the 
group. (6) The group is able to carry on 
extensive internal research with assurance 
that honest data from the member stores 
are available and that the frank interchange 
of opinions and facts may be secured. 

It is probably the success of the larger 
stores in this field that has caused mary 
smaller stores to attempt cooperation. The 
groups of small depariment stores are con- 
fronted with situations that are likely to make 
cooperation less successful, and small stores, 
therefore, will ordinarily use a resident buy- 
er. There are many resident buyers, and a 
store should be able to find one whose per- 
sonality, organization, and buying abilities 
exactly meet the needs of the particular 
store. The buying'service supplied by a care- 
fully selected resident buyer will often be 
considerably better suited to a store than the 
buying service rendered by a cooperative. 

In cooperation, there are many possible 
sources of irritation to the small store. 
Among these are the following: (1) The 
cooperative makes its appeal primarily on 
the basis of less cost for the buying service. 
Some of the reduction in cost may be se- 
cured through cheaper employees, who, in 
turn, render an inferior service to the co- 
operators. (2) The small store may find that 
the cooperative buying office does not render 
a complete service and that the services of 
a resident buyer are also necessary. Under 
this condition the buying costs are consider- 
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ably greater with cooperation than without 
it. Stores confronted with this situation are 
apt to withdraw from the cooperative or- 
ganization. (3) Small stores are apt to be 
oversold on the benefits of cooperation and 
withdraw from the cooperating groups when 
substantial savings do not materialize. (4) 
Some store-owners tire of the many com- 
mittee meetings and other cooperative activi- 
ties which take them away from their stores. 
Such operators are apt to withdraw even 
though the cooperation is advantageous to 
them. (5) Personalities clash, and the in- 
dividualistic store-owner may withdraw be- 
cause he does not like some of the other 
store-owners. (6) Some store-owners hire 
employees away from other store-owners in 
the cooperative. This is a sure way to cause 
some store to withdraw from the group. (7) 
Some store-owners attempt to use the co- 
operative organization without regard to 
other cooperators. These owners cannot sub- 
ordinate their own interests to the interests 
of the group. Such store-owners either with- 
draw themselves or cause other store-owners 
to withdraw from the group. (8) Overbuy- 
ing by members of the group in order to 
secure additional quantity discounts for the 
group may result in heavy mark-downs on 
merchandise bought cooperatively, and such 
mark-downs, of course, affect cooperative 
buying adversely. (9) Some buyers for de- 
partment stores feel that cooperative buying 
weakens the position of the buyer. Unless 
close a buyer may 
manipulate his merchandising in such a way 
as to show a loss on merchandise purchased 
through the cooperative. By this method the 
buyer proves to the owner of the store that 
cooperative buying is not as profitable as 
individual buying. (10) Vendors are apt to 
think that cooperative buying weakens their 
bargaining position. A vendor may offer a 
special discount to one or two, of the large, 
financially sound members of a_ buying 
group, while refusing the discount to the 


supervision exists, 
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group as a whole. The vendor argues that 
the dribble of small orders from the smaller 
stores does not reduce manufacturing costs 
through quantity production as much as it 
increases selling and servicing costs. Some 
of the members of the group not securing 
the special discount are likely to blame the 
group for not getting the discount and the 
larger stores for taking it. 

It will be noted that most of these diffi- 
culties among small stores arise from a clash 
in personalities and from petty attitudes of 
cooperators. Since there is always the alter- 
native of the resident buyer and since the 
benefits derived by many stores are relatively 
unimportant, it is not surprising that coop- 
erative buying among small department 
stores has not been outstandingly successful. 

At this point, we may summarize the use 
of cooperation in business. Cooperation is 
used wherever it appears to be a better eco- 
nomic tool for accomplishing a specific task 
than alternative methods. Cooperation is 
used without fanfare and without any 
thought by business men that it is a more 
splendid way to accomplishment than other 
methods. Only when cooperation has proved 
to be the salvation of a business group that 
otherwise would have been destroyed by 
competition, does it tend to take on glamor- 
ous and mysterious qualities which make the 
cooperative method seem a thing apart from 
all other forms of economic endeavor. 


GROWTH OF THE COOPERATIVE MOVEMENT 
IN BUSINESS 


Cooperative activity in business has grown 
rapidly during the past few years. Cooper- 
ative buying and management have had their 
most spectacular growth in the retail grocery 
field. In other lines of retailing there appears 
to have been little change in the extent of 
cooperative activity. Through the growth of 
trade associations, cooperation has had a 
remarkable development. The Department 
of Commerce estimates that there were 50 
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important trade associations in 1875; 100 
associations in 1900; and 1000 organizations 
in 1920.2 The Department of Commerce re- 
ports of commercial and industrial organi- 
zations of the United States show 11,000 
organizations in 1923; 9000 in 1926; 13,000 
in 1929; and 19,000 in 1931. It is true that 
some of this increase is accounted for by 
more complete listings of associations in re- 
cent years, but it is reasonable to assume that 
the number of associations has increased. 

There is no doubt that the N.R.A. in- 
creased the importance of trade associations 
and that existing laws, which recognize trade 
associations as the spokesmen for business, 
have increased trade association and allied 
group activities during and since the depres- 
sion. 


FUTURE OF COOPERATION BY BUSINESS 
GROUPS 


No important change in the type or extent 
of cooperation in business may be expected 
within the next few years except as coopera- 
tion is encouraged or required by legislation. 
An example of recent encouragement is 
found in the Robinson-Patman Bill, which, 
after limiting price manipulation by vendors, 
states in Section IV: “Nothing in this Act 
shall prevent a cooperative association from 
returning to its members, producers, or con- 
sumers the whole, or any part of, the net 
earnings or surpluses resulting from its trad- 
ing operations in proportion to their pur- 
chases or sales from, to, or through the 
association.” 

The Robinson-Patman Bill thus provides 


? Department of Commerce, Selected Trade As- 
sociation of U.S., p. 3, 1935. 


for cooperative buying associations as a 
means whereby purchasers of a commodity 
in small quantities are able to secure lower 
prices through quantity discounts than they 
can secure legally through individual pur- 
chase of the commodity. 

The Supreme Court of the United States 
has recently declared constitutional the so- 
called “fair-trade” laws of California and 
Illinois. Both these laws legalize and provide 
for the enforcement of price maintenance. 
It is probable that practically every state will 
have similar “fair-trade” laws within the 
next year or two. If these laws unduly pro- 
tect the vested interests of any type of 
middlemen in the marketing process, co- 
operative activity will appear that will neatly 
short-circuit the legally favored middleman. 

The particular point at which cooperative 
activity will increase will depend, of course, 
on the particular type of business benefited 
by the price-fixing legislation. If wholesalers 
are the beneficiaries, additional cooperation 
will appear among retailers. If retailers are 
assured a profit above their cost of doing 
business, the consumer may find it advan- 
tageous to turn retailer through consumer 
cooperatives. 

Cooperation in business will also be en- 
couraged through relaxation of the anti- 
monopoly laws and through legal encourage- 
ment for business to organize along the lines 
of the code groups of the N.R.A. This co- 
operation will take the form of greater activ- 
ity by the trade associations and chambers 
of commerce, who will police the codes. 

It is my conclusion, therefore, that a con- 
siderable increase of cooperative activity in 
business will occur in the immediate future. 
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Epitor’s Note: The JourNnat will carry this De- 
partment in three sections: Research in Govern- 
ment Bureaus; Research in Universities; Research 
in Private Organizations. Dr. Edward L. Lloyd 
of the Bureau of Foreign and Domestic Commerce 
will report on government research, Professor 
Malcolm Taylor of the University of North Caro- 
lina will cover the Universities, and Mr. Ferdinand 
C. Wheeler, 100 Hudson St., New York City, 
Chairman of the Committee on Research, will com- 
pile the material for the private organizations. Any 
one who knows of worth-while research that is 
under way is urged to call tt to the attention of one 
of these three men. 


A. RESEARCH IN GOVERNMENT BUREAUS 
Edward L. Lloyd 


Federal Trade Commission 


The Commission’s final report on the milk in- 
dustry under an inquiry directed by Congress 
was made public in January. This report con- 
tains the conclusions and recommendations 
based upon an investigation conducted in the 
milk sheds of Connecticut, New York, Phila- 
delphia, Chicago and Minneapolis-St. Paul and 
a study of the market regulations and the prac- 
tices of distributors in four large cities. An im- 
portant recommendation is one in regard to the 
negotiation of state compacts relating to the 
production, sale and distribution of milk and 
milk products, which concern the interests of 
two or more States but which do not exclusive- 
ly involve interstate commerce. 

An inquiry into the processing of fruits and 
vegetables and into the marketing of both fresh 
and processed fruits and vegetables is being 
made under the amended Public Resolution No. 
61 authorizing the agricultural income inquiry. 
A report on this subject is directed by the reso- 
lution not later than May 31, 1937, but an in- 
terim report making recommendations for legis- 
lation, as required by the resolution, was made 
to Congress February 1. 

Part III of the Commission’s report on its 
investigation of the textile industry for the 
first six months of 1936, made public February 
ll, presents data on costs, sales, profits and 


losses of 266 silk and rayon textile companies 
for that period. Parts I and II for the same 
period were recently issued for the cotton and 
woolen industries respectively. These textile 
reports belong to a series made in recent years 
by the Commission pursuant to an Executive 
Order of September 26, 1934, and supplemental 
authorizations, the stated purpose of which 
was to show what effect increased wages and 
shorter hours might have on the textile in- 
dustries. 


Interstate Commerce Commission 


In response to a memorandum prepared by 
W. H. S. Stevens, Assistant Director of the 
Bureau of Statistics of the Interstate Commerce 
Commission, the American Marketing Associa- 
tion is creating a Committee of Transportation 
Statistics. 

This committee will cooperate with that 
bureau in suggesting revisions, improvements, 
and additions to the present commodity and 
other transportation statistics now collected, 
with a view to rendering them more usable and 
valuable for marketing analysis, particularly 
with reference to costs of transportation in- 
volved in the marketing of various products. 
The bureau in question has under consideration 
at the present time the matter of revising its 
commodity statistics, and it is anticipated that 
this committee may prove very helpful in pro- 
posing concrete improvements in such statistics. 


Bureau of Agricultural Economics 


The Marketing Research Division of the 
Bureau is engaged in an intensive study of their 
Market News Service for the purpose of deter- 
mining whether data supplied by this Service 
might be improved from the standpoint of com- 
pleteness and general usefulness to producers 
and the trade, and for the purposes of marketing 
research. This is to be a continuing project car- 
ried on by the Division of Marketing Research 
in cooperation with the several commodity di- 
visions of the Bureau. At present there are two 
sub-projects being carried on, one with the 
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Tobacco Section of the Bureau and the other a 
study of the problems involved in reporting 
transportation statistics. 

Tobacco Market News. Tobacco prices are 
collected for a number of markets on which the 
federal grading service is conducted. For such 
markets complete records are obtained from the 
individual service. The entire lot of tickets is 
added and the average price computed for each 
of a large number of grades. This study of 
tobacco prices is being carried on to determine 
in general what can be learned from a detailed 
study of the problems involved in reporting the 
tobacco market which may be useful in a con- 
sideration of the larger problem of the principles 
involved in market reporting. 

Transportation Statistics. The problems in- 
volved in reporting the movement of agricul- 
tural products have become greatly complicated 
by the widespread use of the motor truck. Some 
study of the situation with respect to shipments 
from producing areas and receipts at consuming 
markets is being carried on in an effort to de- 
termine ways and means of improving the pres- 
ent statistics relating to the movement of agri- 
cultural commodities. 

The Market News study, of which both of 
these projects are a part, is in charge of S. R. 
Newell of the Bureau of Agricultural Eco- 
nomics. 

This Bureau is also studying the growth of 
large scale processing and distribution as it af- 
fects the American farmer. This study is placing 
particular emphasis on distributing companies 
and systems and their effects on marketing 
methods and costs, the primary purpose being 
to assist in working out ways to improve the 
bargaining power of the farmer either through 
legislative action or by cooperation among farm- 
ers. 

Two projects are under way at the present 
time, one in cooperation with the New Jersey 
State College of Agriculture and the other with 
the University of Wisconsin. The former proj- 
ect relates to the handling of fruits and vege- 
tables, and the latter to the manufacture and dis- 
tribution of daily products. Both are of a some- 
what exploratory nature and are intended to set 
the general problem rather than to treat all of 
its phases exhaustively. Among the topics be- 
ing taken up in the project with New Jersey are: 

1. Changes introduced by chain stores in the 
methods of assembling and distributing fruits and 
vegetables growing in the Northeast States. 

2. Buying methods of chain stores,—quantity and 
quality requirements, basis of buying, prices paid as 


compared with other channels, relation of chain 
distribution to grower cooperatives, etc. 

3. The place of chain stores in the terminal dis- 
tribution of fruits and vegetables in the leading 
eastern markets,—percentage of total handled by 
chains, degree of vertical integration, methods of 
procurement. 

4. Efficiency of chains versus the regular channels 
in the handling of perishable produce. 

5. Conclusion and recommendations for grow- 
ers in dealing with chain systems. 


This project, which is being conducted by A. 
C. Hoffman of the Bureau of Agricultural Eco- 
nomics, Washington, and L. A. Bevan of the 
New Jersey State College of Agriculture, will 
probably be completed by June 1, 1937. 


Bureau of the Census 


Census of Business. In January the whole- 
sale section of the 1935 Census of Business re- 
jeased Volume II, which contains figures for 
the number of establishments, sales, expenses, 
personnel, pay roll, and stocks for each state 
and for each of 25 selected wholesale trade cen- 
ters. The data are analyzed by types of opera- 
tions and by kinds of business. Volume III of 
“Wholesale Distribution,” in which the num- 
ber of establishments, net sales, personnel and 
pay roll are given for each city of more than 
5,000 population and for each county, was issued 
in February. The data are analyzed by types of 
operation and by kinds of business for cities of 
more than 50,000 population and by kinds of 
business for cities of 20,000 to 50,000 popu- 
lation. 

A report giving the number of service estab- 
lishments, total receipts, number of active pro- 
prietors, average number of employees for the 
year, and the annual pay roll by states, counties, 
and cities of 2,500 or more inhabitants, was is- 
sued in January as Volume II of the Service 
Establishment group. Volume 1 of the Con- 
struction Industry which summarizes statistics 
of general contractors, operative builders, and 
special trade contractors was issued late in De- 
cember. The final report “Financial Institutions 
Other Than Banks” was released in January. 
The “United States Summary of Motor Truck- 
ing For Hire” was made available the latter 
part of February. 

Volume IV of “Retail Distribution,” which 
covers the relative importance of independent 
retail stores, chains, and other types of opera- 
tions, was issued late in January. This report 
gives data by types of stores for each state 
and for each city of more than 500,000 popula- 
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tion. There will be no further report covering 
types of operation for smaller areas, although 
Volumes II and III of this series present de- 
tailed data for all types (combined) for each 
county, city, and place of more than 2,500 
population. 

The schedule for the release of “Retail Dis- 
tribution” reports is as follows: 


Vol. 1—U. S. Summary. Scheduled for publica- 
tion in May. 

Vol. 2—County and City Summaries. Now avail- 
able. 

Vol. 3—Kinds of Business by Areas. Now avail- 
able. 

Vol. 4—Types of Operation. Now available. 

Vol. 5—Employment and Pay Rolls. Now avail- 
able. 

Vol. 6—Credit, Expenses, Size of Business, Com- 
parison of Identical Concerns 1933-35 and 1934-35, 
Stocks, Analysis of Sales by Sources, etc. Scheduled 
for April. 


Vcl. 7—Sales by Commodities. Scheduled for 
April. 


It is planned to complete the following spe- 
cial-subject reports before June 30, 1937: 


Retail Chains. Now available. 

Consumer Cooperatives and Voluntary Chains 
Food Retailing 

Liquor Retailing 

Apparel Retailing 

Automotive, Gasoline and Oil Retailing 
Furniture and Household Appliance Retailing 
Drug Retailing 

(Other reports may develop) 


At a recent meeting of the American Statis- 
tical Association, Vergil D. Reed, Assistant Di- 
rector of the Census, gave an address on “Some 
Suggested Uses for Census of Business Data”’ 
which is included in this issue of the Journal. 
Marketing men will find some valuable sugges- 
tions contained therein. Reprints may be ob- 
tained by writing to the Census Bureau in 
Washington. 

Census of Manufactures. Summary reports 
for all the states and detailed preliminary re- 
ports for most of the manufacturing industries 
were available the first of April. Summary totals 
for all counties and cities of 10,000 population 
and over are being issued through local cham- 
bers of commerce. As was to be expected, the 
industry reports show substantial increases over 
1933. It is interesting to note that the percent- 
ages of increase for wages paid are much larger 
than those for number of wage earners and that 
the largest percentages of increase appear for 
cost of materials. 
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Division of Cotton and Oils. The Division 
of Cotton and Oils publishes monthly data on 
cotton consumed, on hand, imported and ex- 
ported, and the number of active cotton spindles. 
The Division also publishes monthly reports for 
cotton seed received, crushed, and on hand, and 
cotton seed products manufactured, shipped out, 
and on hand. Periodically during the ginning 
season (August 1 through March 20) reports 
on cotton ginning are released. The final report 
for the 1936-37 ginning season was released 
March 20. The quarterly report is prepared on 
production, consumption, and stocks of vege- 
table oils, fish oils, animal fats, greases, and 
other products. These periodical releases are 
summarized for the year and released in pam- 
phlet form. During the past season the Bureau 
received regular reports from 14,500 cotton gin- 
neries, 550 oil mills, 350 refineries and consum- 
ers of cotton seed oil. 

Division of: Agriculture. The Census 
Bureau’s Division of Agriculture has released 
summary figures by areas and states for the 
various types of livestocks, cash crops, and 
legumes for 1935. One release, giving farm acre- 
age and value by color and tenure of operator, 
discloses the fact that thirteen states had more 
farms operated by owners in 1935 than at any 
other census since 1880 when the first classi- 
fication of farms by tenure was made. Another 
release gives the acreage, value and uses of land 
for farms. 

Division of Financial Statistics of States and 
Cities. “Financial Statistics of cities having a 
population of over 100,000, 1934,” was recently 
released. This report includes the statistics of 
financial transactions during the fiscal year 1934 
of the 94 cities within the population group 
stated. It is contemplated that the summary re- 
port of comparable statistics for 1935 will be 
available in April. Press releases for 1935 for 
each city have already been published. 

Division of Population. Population estimates 
have been issued by sex and age groups for the 
country as a whole. Population estimates as of 
January 1, have been issued for the six years 
1930-36 to supplement the estimates as of July 
1 for the same six years mentioned in the Janu- 
ary issue of the Journal. 

Division of Vital Statistics. The Registrar, 
a cooperative official news-service publication 
of the Division of Vital Statistics and its 
special agents in the state and local bureaus 
of vital statistics was initiated in January, 1936. 
This monthly pamphlet contains news of what 
is happening in the Vital Statistics field through- 
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out the country. The February, 1937, issue con- 
tains items of such general interest as “The 
Security Board Defines Proof of Age” and a 
list of the publications of the Division which 
have come out within the preceding month. 
State summaries of Vital Statistics covering the 
year 1935 have been issued for most of the 
states. 


Bureau of Foreign and Domestic Commerce 


Domestic Commerce, the tri-monthly publi- 
cation of the Marketing Research Division, car- 
ried in its February issues the annual estimates 
of retail and wholesale trade and a statistical 
compilation of retail sales for independent stores 
in fourteen midwest and southwestern states. 
The independent store compilation presented 
data for sales by states, by kinds of establish- 
ments, by selected cities and by city size groups. 

The estimates of wholesale and retail trade 
present data by years from 1929 through 1936 
both in dollar sales and percentages of 1929 
which is used as the base year. In the wholesale 
estimates, annual sales are shown by type of op- 
eration. Full service and limited function whole- 
saler changes are shown by kinds of business. 
Retail estimates are listed by kinds of business 
with a series of charts showing the estimated 
trend of retail sales volume 1929-1936 inclusive. 
Reprints of both the wholesale and retail esti- 
mates may be secured from the Marketing Re- 
search Division. 

During March, the Bureau released three 
publications of particular interest to marketing 
experts. The first of these was a continuance of 
the “Consumers Use of Selected Goods and 
Services, by Income Class” studies. The latest 
volume covers the nine cities of Portland, Ore- 
gon, Casper, Wyoming, Oklahoma City, Okla- 
homa, Paducah, Kentucky, Frederick, Mary- 
land, Des Moines, Iowa, Lansing, Michigan, 
Erie, Pennsylvania, and Burlington, Vermont. 
This study reveals the part played by every in- 
come class in each city’s reputed use of such 
goods as building materials, automobiles, heat- 
ing apparatus of various kinds, fuels for differ- 
ent purposes, installed bathing facilities, light- 
ing facilities and mechanical refrigeration. This 
study reveals a vast array of factual data for 
the use of business in better covering and better 
serving the consumers’ durable goods and semi- 
luxury markets. 

The second of these publications, “Gas and 
Electric Utilities,” is the third volume in a series 
of publications on the basic industrial markets 
in the United States. This current volume pre- 


sents an active picture of the size and location 
of the utility market. The 1937 edition of 
“Selected Trade Associations of the United 
States” which is an alphabetical list, with ad- 
dresses, of about 2500 associations of national 
and interstate scope, was also made available. A 
valuable feature of this publication is the index 
of associations by commodity groups. 

The Division of Economic Research has re- 
cently published a study, “Long Term Debts in 
the United States.” The principal topics covered 
are (1) changes in the volume of long term in- 
debtedness by principal classes of borrowers 
from 1912 to 1934; (2) changes in the annual 
interest charges on the several classes of long- 
term debt during this period; (3) the volume of 
obligations in default on different dates; (4) 
the comparative ages of the several classes of 
debt outstanding in 1933; and (5) the ownership 
of the evidences of debt as of a recent date. A 
special effort was made to compile and analyze 
the information that will shed light on the ad- 
justments that have taken place in the long term 
debt structure during the depression years. 

The Market Data Section has under way at 
the present time, its annual study of retail credit 
conditions. Schedules have been mailed to co- 
operators asking for 1935 and 1936 data and in- 
dications are that the sample will be larger and 
more representative than in past years. Plans 
are also being formulated to revise “Market Re- 
search Sources” to appear early in 1938. All 
readers of the Journal who have made or are 
making studies in the field of marketing should 
notify the Marketing Research Division, Bureau 
of Foreign and Domestic Commerce of such 
studies for inclusion in this volume. The Bureau 
would appreciate any suggestions by Journal 
readers of what new materials should be in- 
cluded. 

A series of maps showing world production, 
consumption and principal trade movements of 
33 various minerals in 1932, have been jointly 
prepared by the Bureau of Foreign and Domes- 
tic Commerce and the Bureau of Mines. These 
maps, which appeared in Domestic Commerce, 
are now available as reprints. 

The various commodity divisions of the 
Bureau of Foreign and Domestic Commerce are 
engaged in research projects and have recently 
made available certain publications of interest 
to marketing experts. Among these is a series 
of processed booklets released by the Foodstuffs 
Division which analyzes imports and exports in 
foods by commodity groups. This Division has 
in preparation for publication in the early 
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Spring two annual surveys, one covering the 
1936 production and distribution of confection- 
ery products, and the other covering similar data 
on mayonnaise and salad dressing. 

During the early part of 1937 two descriptive 
lists showing the World Highways and Air- 
lines were made available by the Automotive- 
Aeronautics Division. The Airline list covers 
the principal companies, their addresses, 
routes, and frequency of mileage of flight, and 
contains a map showing the world airways. 

The Leather and Rubber Division, as a sup- 
plement to its Leather Raw Materials Bulletin, 
has been publishing a series of articles under 
the general title, “Intern tional Trade in Goat- 
skins.”’ Articles published to date cover Trade of 
the United States, United Kingdom and Ger- 
many. These are to be followed by one on 
France, as well as a series covering the sources 
of this commodity. This same division expects 
to release during March a mimeographed sur- 
vey of United States consumption and year 
end stocks of crude and reclaimed rubber. 

The Division of Negro Affairs expects to 
make available shortly the results of its study 
which analyzed the contributing causes to 
failures among Negro insurance companies. 

The “Tung Oil Blue Book” has been issued 
by the Chemical Division of the Bureau. This 
volume presents the history, progress and sta- 
tistics of American production, the United 
States consumption and the world market situa- 
tion relative to other drying oils. 

The Specialties Division has recently pub- 
lished a buiietin on the “World Production and 
Trade in Sponges,” and a mimeographed re- 
lease on the “Japanese Pottery Industries.” 
Both of these studies contain many statistical 
series. The pottery bulletin covers production, 
export and import trade, wages and hours of 
labor in the Japanese pottery industry and other 
factors of economic import. 


Bureau of Home Economics 


Nation-wide collection of data on the spend- 
ing habits of American families is ending as 
this Journal goes to press (see October, 1936 
and January 1937 Journals for general descrip- 
tion of Study of Consumer Purchases, made 
jointly by the Bureau of Home Economics, 
Bureau of Labor Statistics, National Resources 
Committee, and Central Statistical Board under 
Works Progress Administration funds). This 
study will provide the largest comprehensive 
picture of American consumption habits and 
needs ever made. The data were collected by 


405 


the personal interview method, on detailed 
schedules, from a carefully planned sample of 
families in 24 states. Collection was made by 
this bureau in 19 small cities, 140 villages, and 
on farms in 66 counties located in 21 of the 
states being studied. The farms represent 13 
different types of farming. (Simultaneously, the 
Bureau of Labor Statistics collected data on 
similar schedules from families in two metro- 
politan areas and in a number of cities of dif- 
ferent sizes. ) 

About 75,000 families have cooperated with 
the Bureau of Home Economics in giving facts 
about their income, about the age and occupa- 
tion of family members, and about their hous- 
ing. Approximately 33,000 of these families 
have given more detailed information on their 
expenditures in a twelve-month period for food, 
clothing, transportation, medical care, and vari- 
ous other types of goods and services that are 
purchased, and on their savings. In addition, 
around 20,000 families have given on check lists 
still more detailed information on the kinds and 
quantities of food used during one week, and 
on clothing, household furnishings and equip- 
ment purchased during one year. 

In connection with this Study of Consumer 
Purchases the Bureau has conducted a dietary 
study based on records of actual food consump- 
tion for one week. About 2,600 of the families 
cooperating with the Bureau of Home Eco- 
nomics and about 2,400 of the families cooperat- 
ing with the Bureau of Labor Statistics, have, 
under the supervision of the field agents, pro- 
vided detailed records of food on hand at the 
beginning of the week, food purchased during 
the week, and food left on hand at the end of 
the week. Classified by region, by degree of ur- 
banization, occupation, and type of family, and 
by level of food expense, the diets of these 
5,000 families are to be analyzed in the Bureau 
of Home Economics with respect to consump- 
tion of, expense for, and home production of 
the chief articles of food. More detailed analy- 
sis will consider the adequacy of the diets from 
the standpoint of caloric value and content of 
protein, calcium, phosphorus, iron, and of vita- 
mins A, B, C, and G. 

The cooperating families represent different 
occupations, and family incomes ranging from 
less than $250 up to $5,000 or more a year. The 
facts will indicate living conditions in different 
sections and will show variations due to socio- 
economic status, family type, and to rural and 
city living. When data collected by this Bureau 
and the Bureau of Labor Statistics are consoli- 
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dated, it will be possible to say for the first time 
what typical American families actually buy, 
and what kind of a living they get for the money 
they spend. 

The interest in and need for the kinds of 
data this study will provide are widespread. 
The study will show how consumer purchases 
differ at different levels of spending. Facts about 
the prevailing levels of living in this country, 
as indicated by the information collected, will 
have significance not only from the standpoint 
of science and social welfare, but also because 
of their economic implications. The possibili- 
ties of interpretation of the data are numerous, 
and, needless to say, the task of tabulating and 
summarizing is tremendous. Tabulation has be- 
gun but no date for the release of even pre- 
liminary reports has been set. 

A second partial report of the analysis of 
more than 1,000 dietary records collected be- 
tween 1914 and 1933 (see January 1937 issue of 
this Journal for a description of this study) 
was published in the Journal of Home Eco- 
nomics, Vol. 29, No. 1, January 1937, pages 
6-10. The article, by Hazel K. Stiebeiing, is 
called “Food Consumption of Urban and Vil- 
lage Families at Different Levels of Food 
Expenditure.” Farmers’ Bulletin 1757, “Diets 
to Fit the Family Income,” August 1936, dis- 
cusses in popular terms four diet plans that 
differ in nutritive value and in cost, and con- 
tains five pages of suggestions for food selec- 
tion at these different cost levels. 

Through a series of publications on textile 
and clothing buying guides, the bureau is at- 
tempting to assist homemakers in selecting those 
fabrics best suited to their own individual and 
family needs. At the same time, these publica- 
tions point out to manufacturers the textile 
materials and the information about them that 
consumers must have if they are to use their 
buying power effectively for the good of all 
concerned. Now available in this series are U. S. 
Department of Agriculture Leaflet 105, “Qual- 
ity Guides in Buying Ready-made Dresses,” 
Leaflet 117, “Quality Guides in Buying Women’s 
Cloth Coats,” and Farmers’ Bulletin 1765, 
“Guides for Buying Sheets, Blankets, and Bath 
Towels.” 

Photographs that supply the same type of 
information pictorially have been prepared and, 
through the cooperation of the Agricultural 
Extension Service, have been made into folios 
suitable for lending to extension classes, wom- 
en’s clubs, and other groups studying consum- 
ers’ problems. These have been in such constant 





demand that they can be scheduled only for 
limited periods in each community requesting 
them. In 1936, five such folios were added to 
the series. They deal respectively with the buy- 
ing of hosiery (65 plates), women’s coats (60 
plates), women’s wash dresses (50 plates), 
towels (9 plates), and sheets (9 plates). 

As a basis for buying guides of this kind, 
the Bureau is making studies of textile com- 
modities as they appear on the retail market. 
These show the great range in the qualities 
that are of especial importance to consumers 
and emphasize to household buyers the need of 
having exact information regarding these 
characteristics. At the same time, through such 
studies, it has been possible to inform manu- 
facturers of the possibility and advantages of 
introducing grading systems and other types 
of informative labels that will give consumers 
a factual basis on which they can find mer- 
chandise satisfactory to them in quality as well 
as in price. 

In this connection, the information now ap- 
pearing on labels attached to clothing and 
household textiles has been compiled and 
analyzed. A report “Terms used on textile 
labels,” by Margaret B. Hays, was published 
in the Journal of Home Economics, Vol. 28, 
No. 3, March 1936, pages 151-156. The purpose 
of this article was to give to consumers the 
meaning, as defined by present usage, of the 
trade and technical terms used on such labels. 

A revised and enlarged edition of U.S.D.A. 
Miscellaneous Publication 193, “Present guides 
for household buying” (first published in April 
1934), was released in January 1936. This is a 
compilation of the grading systems and speci- 
fications now existing for consumers’ goods 
and available for the assistance of household 
buyers. 

The Bureau is (March 1937) undertaking 
the leadership of a project in which colleges 
and universities will cooperate to determine the 
clothing dimensions needed by children from 
1 to 14 years of age. Persons trained in mak- 
ing scientific measurements of the human body 
will be employed to lead the project, and pre- 
cise instruments will be used in taking about 
40 measurements of each child. In order to 
make the results as representative as possible, 
approximately 100,000 children of three dif- 
ferent economic levels will be studied: those 
of high-, medium-, and low-income groups. 
Different racial groups will be given attention 
to find out what, if any, measurement peculiari- 
ties they have. Both in-school and _ out-of- 
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school children will be measured. Statisticians 
will analyze the data so that they will be most 
useful to garment manufacturers. 

General dissatisfaction with the lack of 
standardization of sizes in patterns and gar- 
ments is of long standing. Letters from indi- 
vidual manufacturers, retailers, and consumers, 
and from trade and consumer organizations 
have come to the Bureau urging it to carry out 
a comprehensive study of the body measure- 
ments needed as a basis for these sizes. The 
present project will undertake to make measure- 
ments which may be used by interested agencies 
in the formulation of standards for both outer 
and under clothing of children within the age 
range studied. 


Bureau of Labor Statistics 


The results of a study of state sales taxes, 
particularly as affecting the retail food and 
cost of living indexes of the Bureau of Labor 
Statistics, is given in the January issue of the 
Monthly Labor Review. In 17 of the 64 cities 
for which the Bureau of Labor Statistics pre- 
pares monthly price reports, sales taxes on food 
are levied. In New Orleans, the State tax of 
2 per cent is supplemented by a city tax also 
of 2 percent. In all other cases the taxes are 
paid solely under State legislation and vary 
from 1 to 3 per cent. In several States the 
taxes apply to all food products; in others, such 
important food items as milk, butter, and eggs 
are exempted. In Louisiana the tax applies only 
to a limited number of packaged and canned 
goods. 

Some months ago the Bureau of Labor 
Statistics revised its method of computing the 
retail prices of gas so as to show for each of 
the cities covered the cost of given units of 
heating value, thus making possible accurate 
comparisons between cities. Residential rates 
for gas are secured from 50 cities. These rates 
are used in computing average prices and 
typical bills for each city for quantities of 
gas which approximate the average residential 
consumption requirements for each of four 
combinations of services. A bulletin now in 
press shows the trend of such prices, by cities, 
from 1923 to 1936 for two of these services. 
In order to put the rate quotations upon a 
comparable basis it is necessary to convert the 
normal consumption requirements used for 
computing monthly bills into an equivalent 
heating value expressed in therms, 1 therm 
equalling 100,000 B. T. U. This procedure is 
necessary because of the wide range in the 
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heating value of a cubic foot of gas between 
different cities. The equipment and blocks of 
consumption which have been selected as repre- 
sentative of average conditions throughout the 
country are based upon the requirements of a 
five-room house, including living room, dining 
room, kitchen, and two bedrooms. 

Preliminary results of the study of urban 
purchasing power, recently made by the Bureau 
of Labor Statistics for the Works Progress 
Administration, have been published for a 
limited number of cities in the Monthly Labor 
Review. The full report covering wage earners 
and low salaried clerical workers is now being 
completed and will be issued in a series of 
regional bulletins. Data were recently released 
for the income distribution of all native white 
families in Chicago having husband and wife. 
These data are presented by family type and 
for occupational groups. They also show rent 
and home ownership data relative to income. 

In January, the Bureau started a country- 
wide survey of consumers’ cooperative societies. 
Such surveys have been made at intervals in 
the past, but it is planned to make the present 
one much more comprehensive in scope and as 
nearly a census as is possible with the resources 
available. The Bureau is being assisted by the 
Consumers’ Project of the Department of 
Labor. Data collected will be supplemented by 
information for cooperative purchasing by 
farmers collected expressly for the Bureau of 
Labor Statistics by the Cooperative Division 
of the Farm Credit Administration, for credit 
unions by the Credit Union Division of the 
same Administration, and for the electricity- 
supply societies by the Rural Electrification 
Administration. The following articles, based 
on studies made by the Bureau of Labor 
Statistics, have appeared in recent issues of the 
Monthly Labor Review: “Consumers’ Coopera- 
tion Throughout the World in 1935” (January 
1937) ; “Operations of Cooperative Credit So- 
cieties in 1935” (December 1936) ; “Operations 
of Consumers’ Cooperative Retail Societies in 
1935” (November 1936). Reprints of all of 
these studies are available. 


B. RESEARCH IN UNIVERSITIES 


Malcolm D. Taylor, University of North 
Carolina 
University of Akron 
A study of “Brand Shifting” is in process 
under the direction of Professor W. W. Leigh. 
Its purpose is to determine the extent of 
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changes in purchases of specific brands of 
merchandise by consumers and to ascertain 
reasons why they change from one brand to 
another. About four hundred interviews have 
been made by students. Several universities 
have cooperated in this study. It will be com- 
pleted in May and it will be available in mimeo- 
graphed form at that time. The study can 
be used to advantage in marketing courses. 


University of Arkansas 

Dr. P. C. Kelley is making a study of “State 
Fair Trade Legislation,” which will be com- 
pleted in March. It is based in part on tabulated 
returns secured from forty-eight mailed ques- 
tionnaires. It will describe, analyze, and com- 
pare existing fair trade laws and pending legis- 
lation. An analysis will be made of the relation 
of this type of legislation to the Robinson- 
Patman Act. The study, which probably will 
be published, can be used to advantage in 
courses in economics and marketing in which 
price maintenance is discussed. 


University of California 

“The Pooling of Lemons, With Special 
Reierence to the Santa Paula Citrus Fruit As- 
sociation” is the title of a sixty-seven page 
“progress report” recently released in mimeo- 
graphed form by the Agricultural Experiment 
Station (Berkeley, California). The study was 
made by H. R. Wellman, Associate Agricul- 
tural Economist on the Giannini Foundation of 
Agricultural Economics, and M. D. Street, Re- 
search Assistant on the Giannini Foundation. 
It analyzes the Santa Paula Citrus Fruit Asso- 
ciation’s pooling operations and indicates what 
occurs under each of the major types of pool- 
ing systems and what advantages and disad- 
vantages are inherent in each type. The report 
is divided into three parts: (1) grade pools, 
(2) size pools, and (3) time pools. The essen- 
tial question to which the study is directed is: 
What are likely to be the effects of variation 
in grade, size, and time pools upon (1) total 
returns to all members combined and (2) divi- 
sion of the total returns between the individual 
members. The securing of the largest total 
returns to all members combined involves the 
problems relating to orderly marketing and to 
costs of operation. The division of the total net 
returns between the individual members in- 
volves the problems relating to maintenance of 
substantial equity and to distribution of market 
risks. Although this report was prepared for 


the Association to use as a guide in determining 
what changes, if any, should be made in the 
pooling system, it furnishes excellent material 
for class discussion in courses in which grading 
and standardization are considered. 

Professor H. E. Erdman, of the Division 
of Agricultural Economics, has in process a 
study of “The Relation of Marketing Methods 
to the Quality and Price of Eggs of the Local 
Producer in the Los Angeles Egg Market.” 
It will be completed in June, and it will be 
available from the Giannini Foundation of 
Agricultural Economics or the Experiment 
Station at that time. It is being made in order 
to determine in detail conditions in the Los 
Angeles egg market and to suggest ways of 
improving marketing methods. Among other 
things, the study will show: (1) differences 
in the prices of the several grades as compared 
with similar differences in other markets, (2) 
the premium that the consumer is willing to 
pay for local eggs over imported eggs and also 
the premium the consumer is willing to pay 
for high quality eggs, (3) the margins between 
the prices received by producers, wholesalers, 
and retailers, and (4) the trade chan- 
nels through which eggs move from producer 
to consumer and the volume passing through 
each channel. 

Professors J. M. Tinley and E. C. Voorhies, 
Agricultural Economists on the Giannini 
Foundation, have in process a long-time study 
of “The Economics of Marketing Poultry Meat 
in California.” A preliminary report was re- 
leased to the press in January. The suggestion 
is made that local producers in Southern Cali- 
fornia organize cooperatives and affiliate with 
one or the other of the two large cooperative 
associations now selling in the Los Angeles 
market. 


The University of Chicago 

Professor John H. Cover is continuing his 
analysis of retail prices and a companion 
volume to his “Retail Price Behavior,’ which 
was published last year by the University of 
Chicago Press, probably will be available in 
the near future. The first study, sponsored by 
seven federal government agencies and by the 
University of Chicago, includes an analysis of 
price as related to different communities in the 
United States, to various central areas and 
neighborhood shopping areas within each com- 
munity, to the various kinds and types of out- 
lets handling the individual consumer commodi- 
ties, and to the nature of consumers as classi- 
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fied by race, nationality, and income. Both 
studies can be used to advantage in courses in 
general marketing, and market research and 
in courses dealing with business analysis, plan- 
ning, and management. 


Cornell University 


Two studies are being made under the direc- 
tion of Professor Whiton Powell of the Depart- 
ment of Agricultural Economics of the New 
York State College of Agriculture at Cornel! 
University. The purpose of the first, “Business 
Analysis of Cooperative Farm Supply Stores 
in the New York Milk Shed, 1930-1935,” is to 
analyze the effects of volume of business and 
of prices on costs and margins of cooperative 
farm supply stores. Data have been secured 
from monthly financial statements and tonnage 
reports of sixty cooperative stores. The study 
will be completed in June. 

The second study deals with “Costs and 
Methods of Marketing Keemun Black Tea in 
China.” Its purpose is to describe the methods 
of marketing tea from the original producers 
to the point of export and to determine the costs 
and effectiveness of marketing through various 
channels. Data were secured by Mr. Rwen-tao 
Liu and two investigators in personal visits to 
organizations participating in the marketing of 
tea. Special study was made of 124 tea growers, 
five processing plants, and a cooperative asso- 
ciation. The period covered by the price analy- 
sis is 1919 to 1936 and cost of production fig- 
ures are for 1933. The study will be completed 
in June. 


De Paul University 


Professor L. M. McDermott’s study of 
“What Families Plan to Buy Next,” mentioned 
in the January issue of the Journal, is now 
available in mimeographed form. It is based 
on interviews made in 10,512 Chicago homes in 
October and November 1936. The report in- 
cludes a comparison between the results secured 
in this study and in similar studies which were 
completed in 1932, 1934, and 1935. 

Part II of Professor McDermott’s “Radio, 
and Radio Program Survey” was completed 
in March and mimeographed copies are now 
available. It deals chiefly with program prefer- 
ences while Part I was concerned with the most 
popular brands and types of radios in use in 
Chicago. 

A “Reading Survey” is now in progress un- 
der Professor McDermott’s direction. Data will 
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be secured by students in approximately seven 
thousand personal interviews. The purpose of 
the survey is to ascertain individual preferences 
of Chicago home owners as to newspapers, 
magazines, books, and types of magazine 
stories. The study will be available in printed 
form some time in April. 


University of Florida 


“A Study of Pre-Cooling and of Refrigera- 
tion in Transit as Affecting Costs of Marketing, 
Quality, and Price of Citrus Fruits in Florida” 
was recently completed by Professors Marvin 
A. Brooker and A. H. Spurlock of the Depart- 
ment of Agricultural Economics. It will be pub- 
lished by the Agricultural Experiment Station, 
Gainesville, Florida. Its purpose was to deter- 
mine whether or not pre-cooling of citrus fruits 
pays and what methods of refrigeration in 
transit are most economical. In the course of 
the study, eleven thousand car shipment mani- 
fests of two large citrus marketing organiza- 
tions were examined. The data included prac- 
tically all packed citrus fruit shipments of 
thirty-one Florida packing houses to five auc- 
tion markets for three seasons, 1930-31, 1931- 
32, and 1932-33. (These shipments accounted 
for about five per cent of the total sales from 
the state during the period studied.) Among 
the topics discussed are: size and grade distri- 
butions of citrus fruits with auction prices for 
each size and grade; routes of shipment and 
means of refrigeration in transit; costs of 
transportation, auction selling, and refrigera- 
tion; and auction prices analyzed according to 
the means of refrigeration used. 


Harvard University 


A study of the “Marketing Policies of the 
California Walnut Growers Association” was 
recently completed in the Cooperative Division 
of the Farm Credit Administration under the 
direction of Harry C. Hensley, Senior Agricul- 
tural Economist. Professor Neil H. Borden of 
the Harvard University Graduate School of 
Business Administration took an active part, 
as Advertising Consultant, in the gathering of 
material and in the preparation of the report, 
which is to be published soon. The report in- 
cludes a complete analysis and appraisal of the 
advertising program of the Association over 
a period of years. Consideration is given to 
the Association’s organization and management 
and to its pricing policies. A statistical analysis 
was made of sales and of the possible effect of 
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advertising upon sales. The development of a 
method for building a sales potential index is 
described. Of particular interest to marketing 
students are the methods employed in analyz- 
ing the effectiveness of various copy ap- 
proaches. The methods used were: (1) an an- 
alysis of coupon returns; (2) an analysis of 
the findings of a reader reporting service; and 
(3) an analysis of a consumer jury test. In 
addition, a nation-wide consumer survey in- 
volving some 3,300 interviews was made to 
determine the soundness of advertising and 
marketing plans. The report will be available 


in printed form from the Government Printing 
Office. 


University of Illinois 


Professor Paul D. Converse is repeating the 
study of comparative prices in chain and inde- 
pendent stores which he made six years ago. It 
will be completed in April and it probably will 
be published under the title: “Comparison of 
Chain and Independent Store Prices and Serv- 
ices in Champaign-Urbana.”’ 

The study by Professor Frank Dickinson 
and Mr. F. Eakin, described in the July, 1936, 
issue of the Journal, is to be published in the 
near future as a bulletin of the Bureau of 
Business Research under the title: “Balance 
Sheet of Nation’s Economy.” 


Kansas State College of Agriculture and Ap- 
plied Science 


Several specialized marketing studies are in 
process in the Department of Economics and 
Sociology. George Montgomery and Glenn S. 
Fox are in charge of a study of the marketing 
of grain. Homer J. Henney is making a study 
of the marketing of livestock. Franklin L. Par- 
sons is directing projects dealing with the mar- 
keting of dairy products and fruits and 
vegetables. These studies are parts of long-time 
research programs. 


University of Maryland 


Professor A. J. Nichol has in process a study 
of “The Wholesale Oyster Business in Balti- 
more,” which will be completed in May. It will 
be available in printed form at that time from 
the University of Maryland Student Supply 
Store. Its purpose is to study the history and 
current problems of the oyster-packing industry 
in Baltimore. An attempt will be made to 
explain the falling off in the demand for oysters 
and methods will be suggested for improving 


the existing situation. To date, thirty-three per- 
sonal interviews have been made with Balti- 
more wholesalers. The study is sponsored by the 
University. 


University of Michigan 


“Price by Cost Formula” is the tentative title 
of a study in process by Professor H. F. Tag- 
gart, which will be completed this spring. The 
proposition that cost is a measure of fair price 
will be examined and the attempts that have 
been made to define cost for this purpose will 
be analyzed. The study is based on published 
government documents and the author’s ex- 
perience as Chief Cost Accountant of N.R.A. 
It will be published by the Bureau of Business 
Research. 

Professor E. H. Gault is making a study of 
“Operating Statistics of Profitable Depart- 
ments.” Its purpose is to examine the relation- 
ships in the operating statistics of profitable and 
unprofitable departments in department stores. 
The data were obtained from stores cooperating 
with the Bureau of Business Research. The 
study was begun in 1935 and it will be com- 
pleted this spring. It can be used to advantage 
in courses in retailing. 


University of Missouri 


Professor F. L. Thomsen, of the Department 
of Agricultural Economics, has completed his 
study of “Agricultural Prices.” It was published 
in book form by the McGraw-Hill Book Com- 
pany late in 1936. It deals with the principles of 
price determination .and methods of price 
analysis and forecasting. Proposals for im- 
proving commodity prices through marketing 
or production controls are analyzed. Market 
price conditions for several agricultural com- 
modities are treated in detail. The study can 
be used to advantage in courses in commodity 
economics and advanced marketing. 


University of Newark 


Two studies are in process in the University 
of Newark Research Center. The first, 
“Changes in Interest for Taking Moving Pic- 
tures,” was undertaken for the purpose of de- 
veloping refined psychological methods in mar- 
ket research. It is based on four hundred per- 
sonal interviews with owners of Ciné-Kodaks 
in Newark. The study will be available in 
printed or mimeographed form when it is com- 
pleted. The second study, “Dislike of Milk 
Among Young People,” will be completed dur- 
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ing the spring and will be available from the 
Milk Research Council of New York without 
charge. It is based on 6,000 questionnaires an- 
swered in school and 1,400 personal interviews 
with middle-class people. A preliminary report 
on this study was issued in mimeographed form 
last winter. The final report will be printed. 
“Magazine Circulation” is the title of a re- 
search study, completed last fall, which will be 
published in the form of an article in Public 
Opinion Quarterly (Princeton University). It 
is based on the Audit Bureau of Circulations’ 
reports of twenty-five magazines and it was 
undertaken for the purpose of testing the sys- 
tematic use of circulation figures. It shows the 
use of techniques of the correlation coefficient 
in market research. The methods used in the 
three studies mentioned above are described in 
detail by Professor Paul F. Lazarsfeld in The 
Technique of Marketing Research, which was 
prepared by the Committee on Marketing Re- 
search Technique of the American Marketing 
Society (McGraw-Hill Book Company, Inc.). 


University of Pennsylvania 


A copy of Professor Howard T. Hovde’s 
report on “Payroll Policies in Philadelphia,” 
which was described in the July, 1936 issue of 
the Journal, has been received. It is assumed 
that copies are available for distribution to 
members of the Association who wish to secure 
them. The survey was conducted under the 
auspiccs of the Retail Merchants’ Committee 
of the Philadelphia Chamber of Commerce. It 
was undertaken in an effort to find out how the 
workers of Philadelphia were paid and when 
they were paid during a typical month (May, 
1936). The report can be used to advantage by 
retailers as a means of determining dates on 
which to schedule sales promotion and advertis- 
ing in relation to the volume of salary and wage 
income paid by days of the month. Conversely, 
the information may be used for collection of 
bills on charge accounts and installments where 
the timing of collections should coincide with 
wage and salary income. Large employers and 
commercial banks handling payrolls can use the 
study as a basis for staggering payroll pay- 
ments in periods of the month other than those 
which are now peaked. 

This is the first comprehensive study that 
has been made on this subject and it will be 
of special interest to those who contemplate 
making similar studies elsewhere. It can be used 
to advantage in retailing and banking courses. 
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University of Toledo 

“Comparative Price Advertising in Toledo” 
is the title of a study recently completed by Pro- 
fessor H. A. Frey. Copies can be obtained from 
the Department of Marketing. The Women’s 
Advertising Club ot Toledo and the Better 
Business Bureau cooperated in this study. It 
analyzes, from the standpoint of the consumer, 
current advertising practices in order to de- 
termine the relative effectiveness of different 
types of copy used. It is based on about 1,500 
interviews, representative of different sections 
of the city and different income groups, which 
were made by students and members of the 
Women’s Advertising Club. The study will be 
combined with similar studies made by Better 
Business Bureaus in other cities. It can be used 
to advantage in advertising and retailing 
courses. 


C. RESEARCH IN PRIVATE ORGANIZATIONS 
Ferdinand C. Wheeler 
Dun & Bradstreet, Inc. 


The 1937 Survey of Business, conducted by 
the Research & Statistical Division of Dun & 
Bradstreet, is now in full swing. Questionnaires 
have been distributed to 1,350,000 concerns or 
90% of all retailers in the United States. 

The purpose of the Survey, which is now in 
its fourth year, is to assist the merchants of 
the country, in their efforts to effect more 
profitable management, by assembling “yard- 
sticks” of typical operating ratios by which a 
retailer may measure the performance of his 
own business. Surveys covering more than 100 
lines of retail trade were published in 1936. 
Each one shows in parallel columns the aver- 
age of all contributors and the averages for 
profitable concerns. Comparisons are also made 
in many trades by size of concern and by 
region. 

The margin between success and failure in 
retailing is a slim band on the percentage scale. 
Vital statistics on the mortality of retail enter- 
prises are ample evidence of the hazards faced 
by the retail merchant. The results, therefore, 
which have been obtained from studies of this 
type by the universities and government 
agencies, have demonstrated the value of such 
typical figures as are given in this Survey of 
Business. As guides to successful management, 
such surveys constitute a starting point for ad- 
ministrative study in each separate enterprise, 
rather than a mold into which every retailing 
operation should be poured. 
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Dun & Bradstreet, Inc. are also undertaking 
a survey of 1936 operations in some of the 
wholesale trades. These will be limited to trades 
for which figures have been explicitly re- 
quested by the respective associations and 
where active cooperation of the association can 
be had in the execution of the study. This study 
will be similar to the Operating Cost Surveys 
made by Dun & Bradstreet, Inc. in various 
wholesale trades, covering the years 1933 and 
1934. 

It is expected that the data will be tabulated 
by (a) size of concern, (b) region in the 
country where the reporting group is of suffi- 
cient size and where outstanding differences are 
evident, (c) extent of territory covered where 
operating ratios of wholesalers differ materially 
from those of regional or local houses, (d) 
method of distribution where concerns selling 
primarily to an industrial trade show different 
selling costs from those serving retailers and 
(e) trades where cash sellers operate on a 
different basis from credit houses. Any one 
familiar with the previous studies made by Dun 
& Bradstreet, Inc. along these lines will recog- 
nize their value to teachers of marketing, to 
practitioners and to the marketing world gen- 
erally. 


L. D. H. Weld of McCann-Erickson, Inc. 
In Collaboration with Dun & Bradstreet, Inc. 


In the February issue of Dun’s Review, there 
appears an interesting instance of cooperation 
between two private organizations for the bene- 
fit of distribution generally. The Regional 
Trade Barometers which have been developed 
through this collaboration grew out of Dr. 
Weld’s paper on Scientific Determination of 
Regional Sales Potentials which was presented 
by him at the 1935 convention of the American 
Marketing Society at Atlantic City. These 
“Barometers” have a very definite value in 
fitting the type and quantity of sales and adver- 
tising effort to local conditions in different parts 
of the country. The index used in the prepara- 
tion of the Regional Trade Barometers is based 
on four factors which were selected after in- 
numerable experiments with various combina- 
tions checked against the census and other 
available figures. These four factors, which 
were regarded as most representative of the 
trend of retail purchasing power, were: (1) 
bank debits, (2) department store sales, (3) 
new car sales and (4) life insurance sales. The 
Regional Trade Barometers will appear month- 
ly in Dun’s Review. They were introduced and 


fully elaborated by Doctor Weld in the Septem- 
ber, 1936 issue but as a permanent feature of 
the Review, the Regional Trade Barometers 
began with the February issue. Both the prin- 
ciple and the regular presentation of these 
Barometers should prove highly constructive 
for marketing managers throughout all the 
trade areas covered by the reports. 


Columbia Broadcasting Company 


Dr. Daniel Starch’s organization is prepar- 
ing for the Columbia Broadcasting Company a 
new study of radio ownership and listening 
habits which will appear shortly under the title 
Radio in 1937. The study will include data on 
length of listening periods, the hours and days 
of use, seasonal variations in use, by age, sex, 
income levels and other such factors and it will 
show the ownership of radios by geographical 
areas, size of cities, economic groups and other 
like classifications. This study represents a 
natural extension of the subject presented as 
Radio in 1936. It brings the study up to date and 
should prove highly useful to those using radio 
as an advertising medium and to prospective 
users as well. 

Incidentally, too, John J. Karol, Director of 
Market Research for the Columbia Broadcast- 
ing System, has recently issued in pamphlet 
form a reprint of his article in the November 
19th (1936) issue of Printers’ Ink. The pam- 
phlet appears under the title “Measuring Radio 
Audiences” and is a critical analysis of current 
techniques in work of this type. It is simply 
arranged and furnishes excellent material for 
discourses on the several methods of assembling 
radio data. 


The Cooperative Analysis of Broadcasting 


A report based on information supplied by 
over 161,000 radio homes located in 33 leading 
cities of the United States has just been sent 
the subscribers of the Cooperative Analysis of 
Broadcasting, according to a statement issued 
today by the C.A.B. Governing Committee. 

The report, entitled “Radio Audiences—May 
to September, 1936,” gives detailed information 
on over 800 hours of commercial network 
broadcasting time. Over 160 sponsored pro- 
grams are analyzed according to twenty-four 
types, four income levels, four geographical 
sections, and length of broadcast. 

A significant innovation is the first compre- 
hensive analysis of daytime programs which 
shows that during the daytime hours adult 
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serial dramas were the most popular type and 
occupied one-half of the commercial network 
time before six P.M. 

The report indicates that during the summer 
months, there is a decided trend toward lighter 
entertainment, more time being devoted to 
dance music, novelty shows and news com- 
mentators than during the winter; also, a lesser 
amount of time for such serious types as classi- 
cal and semi-classical music, and dramas. 

The number of daytime and evening pro- 
grams decreased about 15 per cent during the 
summer, compared with the winter. However, 
the average evening program had a summer 
audience only three-quarters of winter listen- 
ers, while the average daytime program lost 
only about one-seventh of its listeners in sum- 
mer. 

Studies of this sort are immensely valuable 
in determining the best day and hour for a 
prospective radio program, in purchasing talent 
advantageously, in choosing the best possible 
season for a program, in providing for the dif- 
ferences in audiences in various sections of the 
country and, generally, in throwing light on the 
whole problem of advertising by radio. 


Associated Grocery Manufacturers of America 


This organization has just issued a brochure 
on The Attitude of the Grocery Industry To- 
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ward the Robinson-Patman Act and Related 
Distribution Problems. This booklet is based 
upon a very comprehensive study conducted by 
Carroll & Pelz, Inc. of New York City. 
Questionnaire replies were received from a 
representative group of 146 grocery manufac- 
turers, 229 distributors and 136 retailers. The 
majority of the manufacturers were those hav- 
ing national distribution; among the distribu- 
tors, 39 were corporate chains, 54 were volun- 
tary groups sponsored by wholesale grocers, 21 
were retailer-owned wholesalers and 108 were 
independent wholesale grocers without retail 
affiliations. Of the retailers, about half of those 
reporting do an annual business of more than 
$50,000 and the balance less than that volume. 
A separate questionnaire was used for each 
class of respondent but all of the schedules con- 
tained questions concerning such controversial 
trade practices as secret rebates, unearned 
quantity discounts, excessive advertising allow- 
ances, payments of brokerage to buyers and in- 
equalities in the treatment of competing buyers. 
The report sets up the reactions of the several 
types of respondents to each one of these fea- 
tures, accompanying each with a wealth of 
pertinent comment. It should be highly useful 
to anyone concerned with the effect of recent 
legislation on the marketing practices of any 
industry. 





A.M.A. Notes 


ALBERT HARING 


The American Marketing Association began 
its official life on January 1, 1937, with 584 
members. Since January Ist we have had the 
pleasure of welcoming 21 new members to our 
group. These are: William Applebaum of the 
Kroger Food Foundation, Robert C. Ashby of 
the University of Illinois, S. R. Berstein of 
Advertising Age, H. B. Brown of the Univer- 
sity of Mississippi, W. J. Byrnes of the Chi- 
cago Tribune, Theodore J. Christensen of 
Jefferson College of the St. Louis Y.M.C.A., 
David R. Craig of the American Retail Federa- 
tion, W.L.Y. Davis of Geyer, Cornell & Newell, 
W. M. Duffus of the Ohio State University, 
Mrs. J. M. Earley of the American Fruit 
Growers, George E. Fouch of Wittenberg Col- 
lege, Elton K. Hartenbower of the National 
Broadcasting Company, Irwin M. Heine of the 
Census of Business, Charles D. Kean of Bos- 
ton University, Frederick C. Kendall of Ad- 
vertising and Selling, George Lawrence of the 
Census of Business, Earl L. McAllister of the 
Ross Federal Research Corporation, J. T. 
Miller of the Meredith Publishing Company, 
Sidney F. Townsend of the Business Research 
Corporation, Ray A. Washburn of This Week 
and, George L. Willman of George L. Will- 
man, Inc. 

The Journal of Marketing had 110 sub- 
seribers on January 1, 1937, in addition to 
regular members, on its mailing list. The books 
of The Journal of Marketing, the American 
Marketing Society and the National Associa- 
tion of Marketing Teachers are undergoing a 
joint audit under the supervision of Harry R. 
Tosdal of Harvard University. Each set of 
books shows a substantial balance and, al- 
though the official figures are not available, 
the total cash balance will exceed $1500. 

The new constitution which was so heartily 
endorsed by the membership, needs some re- 
vision during the coming year. President 
Coutant has appointed a Committee on the Con- 
stitution composed of George B. Hotchkiss of 
New York University (Chairman), T. N. 
Beckman of the Ohio State University, Frank 
R. Coutant of Brown & Tarcher, Inc., and Al- 
bert Haring of Lehigh University. Suggestions 
for improving the constitution may be sent to 
the Chairman or any member of the committee. 


Careful consideration to the comments made 
during the constitutional referendum is being 
given. The committee plans to submit an im- 
proved constitution to the membership during 
July. 

Howard T. Hovde of the University of 
Pennsylvania is Chairman of the Program 
Committee. The other members of this com- 
mittee are Wroe Alderson of the Curtis Pub- 
lishing Company, Neil H. Borden of Harvard 
University, Lyndon O. Brown of Northwestern 
University, C. C. Chapelle of the H. W. Kastor 
& Sons Advertising Company, Kenneth 
Dameron of the Ohio State University, Royal 
G. Davis of the B. F. Goodrich Rubber Com- 
pany, Robert F. Elder of the Massachusetts In- 
stitute of Technology, Henry F. Holtzclaw of 
the University of Kansas, E. H. Gault of the 
University of Michigan, Warren W. Leigh of 
the University of Akron, D. B. Lucas of New 
York University, Vergil D. Reed of the United 
States Department of Commerce, L. Edward 
Scriven of Batten, Barton, Durstine & Osborn, 
W. McKenzie Stevens of Louisiana State Uni- 
versity, Roland S. Vaile of the University of 
Minnesota, ex-officio members Frank R. 
Coutant of Brown & Tarcher, Inc., Albert 
Haring of Lehigh University and Nathanael H. 
Engle of the United States Department of 
Commerce. This committee is unusually strong 
and the Association can look forward to two 
excellent meetings during 1937. The Chairman 
and members of the Program Committee wel- 
come suggestions. 

The work of the Committee on Research, 
whose reports are published in the Journal un- 
der the heading, Progress in Marketing Re- 
search, has been expanded to cover business 
and governmental research as well as that 
turned out by various Universities. The 1937 
committee consists of Ferdinand C. Wheeler 
of the Association of Food Distributors as 
Chairman, Malcolm D. Taylor of the Univer- 
sity of North Carolina, Pauline Arnold of the 
Market Research Corporation of America, 
Archibald Crossley of Crossley, Inc., Everett 
Smith of the Liberty Publishing Company and 
E. L. Lloyd of the Department of Commerce. 

The providing of teaching materials has 
been one of the most valuable contributions of 
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the Association to its teaching members. The 
1937 Committee on Teaching Materials consists 
of D. J. Duncan of Northwestern University 
as Chairman, David E. Faville of Stanford 
University, Edward L. Lloyd of the United 
States Department of Commerce, Lawrence 
C. Lockley of the Curtis Publishing Company, 
John M. Paver of the Harvard Bureau for 
Street Traffic Research, Clyde W. Phelps of the 
University of Chattanooga, and Adolph Ullman 
of Northeastern Radio, Inc. The committee will 
appreciate being notified about suitable material 
which is available for distribution to the mem- 
bers. The Secretary is prepared to furnish 
identification stamps for marking such ma- 
terial and membership lists for mailing. Co- 
operation in expanding this service will be ap- 
preciated. 

The National Association of Marketing 
Teachers helped its members to obtain desirable 
positions, and, unofficially, the American Mar- 
keting Society carried on a similar activity. The 
American Marketing Association also desires 
to further the interests of its members in ob- 
taining satisfactory employment. A committee 
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will eventually be appointed for this purpose. 
Until this is done, however, the President and 
Secretary will be glad to cooperate with the 
membership. When information about an indi- 
vidual is received, this is filed and kept on 
record. Occasionally, information about desir- 
able openings comes to the attention of the As- 
sociation. In such a case, the inquiring firm or 
university is sent information about several 
suitable members. The potential employer then 
contacts directly the individual member who 
seems to be most suitable. The Association does 
not wish to be an employment agency but does 
feel that it can perform a real service in acting 
as a clearing house for members who desire to 
change their connections or who are in the mar- 
ket to employ men. 

Additional committees which have been au- 
thorized but whose exact personnel has not yet 
been determined, are the Definitions Committee, 
the Nominating Committee and the Committee 
to cooperate with the Statistical Bureau of the 
Interstate Commerce Commission in its analysis 
of transportation costs. Other committees will 
undoubtedly be created as the need arises. 








Editor’s Page 


HE RE-ORGANIZATION Of the editorial staff came to some of us without 


warning. Fortunately Dr. Engle and Mr. King are carrying on, and 

their experience is invaluable to the rest of us. ... Dr. T. N. Beckman has 
accepted the responsibilities of Book Review Editor, but his decision came 
too late to provide a review section in this issue. We hope to present an 
especially good section in the July issue, just in time for guidance to sum- 
mer reading. ... Many of you have received the announcement from Brown 
and Tarcher of the appointment of Frank R. Coutant as vice-president in 
charge of marketing and research. Congratulations to our President. . . . 
The papers in this issue all originated in the December meetings of our own 
and related societies in Chicago. The authors are all well known to members 
of the Association. They include good representatives from the universities, 
the government bureaus, and from private business. We hope to keep this 
sort of balanced viewpoint. . . . Professor Hovde of the University of 
Pennsylvania is chairman of the program committee for both the June and 
the December meetings of the Association. Send him any suggestions. . . . 
Professor Haring of Lehigh, Secretary of the Association, is interested in 
any and all notes concerning members of the Association, such as promo- 
tions, changes in position, vacancies, vacation plans, and so on. Keep him 
advised. .., The Editorial Board welcomes all criticism, either favorable or 
unfavorable. 

ROLAND S. VAILE 

University of Minnesota 

Managing Editor 
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Presidential Paragraphs 


Pau. H. Nystrom has rounded out two terms as the capable editor of the 
American Marketing Journal and its successor, the JOURNAL OF MARKET- 
ING. 

To our regret, he would not accept a third term, because of his convic- 
tion that the Editorship should rotate. 


—— 
~—?é 





NATHANAEL H. ENGLE moves up from Managing Editor to Editor-in-Chief, 
beginning with this issue. The Association policy is that members who do 
good work shall advance to higher office. No unearned honors are dis- 
tributed. 


—ip, 
—<- 





RoLanp S. VAILE becomes Managing Editor, which is no sinecure, but he 


contacts nice people. The lack of salary is uniform for all offices in the 
Association. 


_ 
<> 





V. P. Geo. B. Hotcuxiss is revising the Constitution, subject to your ap- 
proval. One important point to be submitted is the proposal that all members 
shall be on equal footing, with uniform dues for teachers and practitioners. 


_ 
——— 





San Francisco members report progress in forming a new local chapter. 
If interested, communicate direct with William A. Sturm, California State 
Chamber of Commerce, Ferry Building, San Francisco. 


—_— 
SS 





ENCOURAGEMENT will be given to members in other regions who wish to 
organize local chapters. Two requirements for recognition are good leader- 
ship and not less than 20 members of A.M.A. An informal start can be 
made with only 5—others will become interested when word spreads that 
worth while programs are being presented. 


_ 
—— 





Lonc have we asserted that qualified marketing counsellors are paid too 
modestly, considering their scarcity, long and painful training, and value to 
business. -— 


—— 





CONVENTION plans are already being made. Shortly after June 15th, our 
Midwest Convention will be held—somewhere in Ohio, we hope, if Ohio 
members can get organized in time to assume responsibilities for local ar- 
rangements. Right after Christmas, we meet at Atlantic City in cooperation 
with the economic and statistical societies. 





—_ 
> 


DESIRABLE new members are always welcome. No membership drive is con- 
templated, but invitations will be extended by headquarters to prospects 
recommended by present members. Secretary Haring now has application 
blanks available. — 


— 





Our purpose, simply expressed, is to raise the methods of marketing nearer 
to the high efficiency that has been attained in production. 


FRANK R. CouTAnt, 
President, American Marketing Association 
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New Books by Emminent Authors — 


RETAIL STORE 
OPERATION 


By Paul H. Nystrom 


Professor of Marketing, Columbia University 


N OUTSTANDING new book for students 
A of retailing who are preparing for 
executive positions in the retail business. 
It deals practically and comprehensively 
with the problems of actual operation. It 
describes in detail the various functions of 
store operation—merchandising, retail ad- 
vertising, personnel management, retail 
selling, retail store location, building and 
service, retail accounting and control—and 
it gives practical, experience-tested meth- 


ods of performing these functions at every 
step. 

Throughout, the executive point-of-view 
is taken, and retailing is considered as an 
active business, subject to continual change 
with bright prospects for those who have 
the necessary knowledge, training and 
capacity. Questions and exercises, graded 
in difficulty and arranged in the logical! 
order of the presentation of text subjects, 
accompany each chapter. 


Published Soon, Price to be Announced 


WHOLESALING 


Principles and Practice 
By Theodore N. Beckman 


Professor of Business Organization, Ohio State University 
Formerly, Consulting Expert in Charge of Wholesale Distribution, Bureau of the Census, 
United States Department of Commerce 


and Nathanael H. Engle 


Assistant Director of the Bureau of Foreign and Domestic Commerce, 
United States Department of Commerce 


~~ recognized authorities in the field 
cover this great channel of distribution 
with encyclopedic scope and the accuracy 
of scientific fact. Their new textbook is the 
result of years spent in contact with whole- 
saling and its problems; years of study and 
research. 

The book places before the student the 
same urgent problems active wholesalers 
are facing today, and it provides him with 
the knowledge he must have in order to 


think them out intelligently. It emphasizes 
the historical setting and evolutionary 
character of wholesaling, and analyzes its 
economic functions and contributions to a 
modern society. The book treats authorita- 
tively: present-day structure of wholesal- 
ing in the United States; comparison with 
foreign systems; essential principles mak- 
ing for successful wholesale house opera- 


tion, analysis of Price $4. 00 


costs and profits. 


Examination Copies of Either Book Sent on Request 


» LHE RONALD PRESS COMPANY . 


15 E. 26th Street 


PUBLISHERS New York, N. Y. 























he a9 SeaeNner me 














